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Foreword 

National Institute of Securities Markets (NISM) is a leading provider of high end professional 

education, certifications, training and research in financial markets. NISM engages in 

capacity building among stakeholders in the securities markets through professional 

education, financial literacy, enhancing governance standards and fostering policy research. 

NISM works closely with all financial sector regulators in the area of financial education. 

NISM Certification programs aim to enhance the quality and standards of professionals 

employed in various segments of the financial services sector. NISM’s School for 

Certification of Intermediaries (SCI) develops and conducts certification examinations and 

Continuing Professional Education (CPE) programs that aim to ensure that professionals 

meet the defined minimum common knowledge benchmark for various critical market 

functions.  

NISM certification examinations and educational programs cater to different segments of 

intermediaries focusing on varied product lines and functional areas. NISM Certifications 

have established knowledge benchmarks for various market products and functions such as 

Equities, Mutual Funds, Derivatives, Compliance, Operations, Advisory and Research. 

NISM certification examinations and training programs provide a structured learning plan 

and career path to students and job aspirants who wish to make a professional career in the 

securities markets. Till May 2017, NISM has certified nearly 6 lakh individuals through its 

Certification Examinations and CPE Programs.  

NISM supports candidates by providing lucid and focused workbooks that assist them in 

understanding the subject and preparing for NISM Examinations. 

Pension Fund Regulatory and Development Authority (PFRDA) has accredited National 

Institute of Securities Markets (NISM) as the accredited institute for Certification of the 

Retirement Adviser Certification Examination. NISM has designed this examination 

workbook to assist candidates appearing for the NISM-Series-XVII: Retirement Adviser 

Certification Examination. The workbook covers fundamental concepts about retirement 

planning; retirement planning products, process and strategies; and the National Pension 

System. The book also discusses special situations in retirement and the regulations 

pertaining to Retirement Advisers. It will be immensely useful to all those who want to learn 

about the various aspects of retirement planning. 

 

Sandip Ghose 

Director 
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Disclaimer 

The contents of this publication do not necessarily constitute or imply its endorsement, 

recommendation, or favoring by the National Institute of Securities Markets (NISM) or the 

Securities and Exchange Board of India (SEBI). This publication is meant for general reading 

and educational purpose only.  

The statements/explanations/concepts are of general nature and may not have taken into 

account the particular objective/ move/ aim/ need/ circumstances of individual user/ 

reader/ organization/ institute. Thus NISM and SEBI do not assume any responsibility for any 

wrong move or action taken based on the information available in this publication. 

Therefore before acting on or following the steps suggested on any theme or before 

following any recommendation given in this publication user/reader should consider/seek 

professional advice. 

The publication contains information, statements, opinions, statistics and materials that 

have been obtained from sources believed to be reliable and the publishers of this title have 

made best efforts to avoid any errors. However, publishers of this material offer no 

guarantees and warranties of any kind to the readers/users of the information contained in 

this publication.  

Since the work and research is still going on in all these knowledge streams, NISM and SEBI 

do not warrant the totality and absolute accuracy, adequacy or completeness of this 

information and material and expressly disclaim any liability for errors or omissions in this 

information and material herein. NISM and SEBI do not accept any legal liability what so 

ever based on any information contained herein.  

While the NISM Certification examination will be largely based on material in this workbook, 

NISM does not guarantee that all questions in the examination will be from material 

covered herein.  
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About NISM  

National Institute of Securities Markets (NISM) was established by the Securities and 

Exchange Board of India (SEBI), in pursuance of the announcement made by the Finance 

Minister in his Budget Speech in February 2005. 

SEBI, by establishing NISM, articulated the desire expressed by the Government of India to 

promote securities market education and research. 

Towards accomplishing the desire of Government of India and vision of SEBI, NISM delivers 

financial and securities education at various levels and across various segments in India and 

abroad. To implement its objectives, NISM has established six distinct schools to cater to the 

educational needs of various constituencies such as investors, issuers, intermediaries, 

regulatory staff, policy makers, academia and future professionals of securities markets. 

NISM is mandated to implement Certification Examinations for professionals employed in 

various segments of the Indian securities markets.  

NISM also conducts numerous training programs and brings out various publications on 

securities markets with a view to enhance knowledge levels of participants in the securities 

industry. 

About NISM Certifications 

The School for Certification of Intermediaries (SCI) at NISM is engaged in developing and 

administering Certification Examinations and CPE Programs for professionals employed in 

various segments of the Indian securities markets. These Certifications and CPE Programs 

are being developed and administered by NISM as mandated under Securities and Exchange 

Board of India (Certification of Associated Persons in the Securities Markets) Regulations, 

2007. 

The skills, expertise and ethics of professionals in the securities markets are crucial in 

providing effective intermediation to investors and in increasing the investor confidence in 

market systems and processes. The School for Certification of Intermediaries (SCI) seeks to 

ensure that market intermediaries meet defined minimum common benchmark of required 

functional knowledge through Certification Examinations and Continuing Professional 

Education Programmes on Mutual Funds, Equities, Derivatives Securities Operations, 

Compliance, Research Analysis, Investment Advice and many more. 

Certification creates quality market professionals and catalyzes greater investor 

participation in the markets. Certification also provides structured career paths to students 

and job aspirants in the securities markets. 
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About the Workbook 

This workbook has been developed to assist candidates in preparing for the National 

Institute of Securities Markets (NISM) Certification Examination for Retirement Advisers. 

Retirement Adviser Certification Examination seeks to create a common minimum 

knowledge benchmark for individuals, proprietors, partners and representatives of a 

retirement adviser registered under Pension Fund Regulatory and Development Authority 

(Retirement Adviser) Regulations, 2016. 

The book covers all important topics to enhance the quality of retirement advisers. It covers 

topics related to retirement planning—fundamental concepts; retirement planning 

products, process and strategies; evaluating fund performance and selection; National 

Pension System (NPS) and other retirement products. The book also discusses the concept 

of compliance, operations and service elements in retirement advise. 
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About the Certification Examination for Retirement Adviser  

NISM-Series-XVII: Retirement Adviser Certification Examination seeks to create a common 

minimum knowledge benchmark for individuals, proprietors, partners and representatives 

of a retirement adviser registered under PFRDA (Retirement Adviser) Regulations, 2016. 

The certification aims to enhance the knowledge level and the quality of services provided 

by Retirement Advisers. 

Examination Objectives 

On successful completion of the examination, the candidate should: 

 Know about the fundamental concepts in Retirement Planning and the various 

investment products. 

 Learn about the Retirement Planning Process 

 Understand the features and benefits of National Pension System. 

 Know the various evaluation tools and fund selection.  

 Understand the strategies useful to investors in executing their retirement plan.  

 Know the implications of specific situations of retirement planning and the ways to 

manage them. 

 Know about regulatory structure and regulations which govern the activities of the 
retirement adviser. 

 

Assessment Structure 

The examination consists of 100 multiple choice questions of one mark each. There is 

negative marking of 25percent of the marks assigned to a question. The examination should 

be completed in 2 hours.  The passing score for the examination is 60 marks. 

 

How to register and take the examination 

To find out more and register for the examination please visit www.nism.ac.in 

  

http://www.nism.ac.in/
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CHAPTER 1: FUNDAMENTAL CONCEPTS IN RETIREMENT PLANNING 

 

 

 

 

 

 

 

 

1.1 Need for Retirement Planning 

Retirement is the stage in life of a person that is marked by an abundance of time to pursue 

all those hobbies and dreams for which they had no time in their working years. It is also the 

time in life when the comfort of knowing that there will be a regular income from 

employment is not there, even though the living and leisure expenses have to still be met. 

The income that is available in the retirement stage primarily depends on the corpus that 

has been created out of the income earned in the working years. The income in working 

years have to be thus apportioned to meeting current living expenses as well as to create a 

corpus for future living expenses. 

The need for an independent retirement income has evolved with changes in social 

structures. Earlier, joint families were the norm, where the older generation was taken care 

of by the younger family members. Higher mobility in pursuit of employment and 

opportunities gave rise to nuclear families, and the need for the older generation to be self-

reliant. There is now an expectation and even preference for independence in both the 

retired as well as the younger generation, and this has meant that retired people no longer 

depend on the family to take care of their needs and there is a need for an independent 

source of retirement income.   

The expenses after retirement may not be identical to those prior to retirement. The 

expenses will also see significant changes through the retirement years. The heads of 

expenses may typically remain the same in the working years and after retirement. For 

example, the retiree will bear expenses on housing, transportation, food and leisure 

activities, among others, just as in their working years. However, the proportion of available 

income assigned to each of these heads are likely to be different in the retirement years.  

Immediately after retirement, one is likely to see a reduction in the expenses that are 

related to employment such as transportation costs and expenses related to personal needs 

LEARNING OBJECTIVES: 

After studying this chapter, you should know about: 

 Need for retirement planning 

 Basic financial concepts associated with retirement planning 

 Features of retirement goals 

 Advantages and importance of starting early retirement savings 

 Risk of underestimating retirement goals 

 Emotional aspects of retirement 
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such as clothing and grooming. Over time, costs related to leisure and health becomes a big 

part of the retiree’s expenses.  

The corpus that is required to be created and the income that is required in retirement 

depends upon the expected expenses which in turn depend upon factors such as the quality 

of life expected to be led after retirement, health considerations and life expectancy, among 

others. Some of these factors are choices that each individual makes. For example, some 

people choose a life style in retirement that is less expensive than what it was before 

retirement. Others may have plans for travel or to pursue other interests that need to be 

funded in retirement. Some of the other circumstances in retirement, such as health and life 

expectancy, are beyond the control of the individual. A workable retirement plan helps 

create the retirement corpus efficiently, after taking the expenses and income needs and all 

related factors into consideration, and is thus an essential part of a financial plan. On 

retirement, this corpus is used to generate the income to meet the expenses.  

1.1.1 Transition from Defined Benefit to Defined Contribution 

The retirement corpus has to be built over the working life of the individual from his 

earnings. A portion of the earned income is set aside for accumulating the  corpus that will 

generate the income required to meet expenses in retirement. In some cases the employer 

may also make a contribution to the corpus, such as, in the case of contribution made by the 

central and state governments to the employees’ National Pension System (NPS) account. In 

most cases, the corpus is built out of the savings of the individual. In some cases, as in the 

case of government employees and employees of companies covered under the Employees 

Provident Fund Act, it is mandatory to make a contribution to the retirement account, and 

there may also be a minimum contribution specified. For persons in the unorganized sector 

not covered under a mandatory retirement provision, such as self-employed people, 

retirement saving is a voluntary exercise.  

Some retirement benefit schemes, such as the Central Civil Services Pension and the Public 

Sector Bank Pension, provided a defined pension to those covered under it. Such schemes 

were called Defined benefit schemes. The benefits received from other retirement schemes, 

such as the Employees Provident Fund, depend upon the contributions made to the scheme 

through the working life of the employee. Retirement benefit schemes are broadly 

categorized as Defined Benefit (DB) schemes and Defined Contribution (DC) schemes. 

Employers provided Defined Benefit (DB) retirement plans earlier.  In a defined benefit plan, 

the pension amount or value of retirement benefit is known beforehand. In other words, 

the formula based on which the pension amount would be calculated is known.  A 

contribution is made by the employee, employer or both towards the corpus, which is 

invested to generate returns. The benefits are typically calculated as a percentage of the 

final salary.  The individual is assured of the pension amount as defined, irrespective of the 

returns that is generated by the pension fund. There are a number of unknown variables to 
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be managed by the provider of the pension in a DB scheme.  The high increase in salary over 

the years, the mortality factors which will determine the years for which pension will have 

to be paid, the investment returns over the long term period, will all impact and  determine 

the contributions that will have to be made by the pension provider to meet their 

obligations. The biggest risk a DB plan runs is that it could become ‘under-funded’ or unable 

to make the defined payments. This may happen if the contributions are not adequate and 

the portfolio in which the contributions are invested does not generate the returns required 

to create the corpus that is adequate to buy the annuities to make the defined pension 

payments over the retirement period. The downward trend in interest rates and the high 

price of annuities have affected the viability of DB schemes. 1 

Apart from the financial reasons that have contributed to the unviability of DB schemes, the 

change in attitude of employees and employers have also contributed to the decline in the 

DB schemes. Young employees are unwilling to trade-off lower current remuneration for 

defined pension in the retirement period which they see to be in the distant future. With 

greater employment opportunities, mobility between employers is high and the employees 

no longer like to limit their options to further their career for the promise of defined 

benefits in retirement. They see this as risky too, given the instances of failure of companies. 

Employers are understandably disenchanted with the high costs of maintaining a DB 

scheme. Given these circumstances, retirement schemes have been moving to the DC 

platform.   

New pension products are Defined Contribution (DC) plans which are more flexible. In a 

defined contribution plan, the pension amount is not known beforehand. In a DC plan, a 

defined amount is contributed by employee, employer or both, towards a pension fund over 

a period of time. The final corpus of the pension fund determines the retirement benefit, 

which can be taken in a lump sum or as an annuity bought from the funds received, or a 

combination of the two.   

Since the pension depends upon the returns made on the investment, the contributing 

individual usually gets some say in the way the amount is invested.  This is done by 

providing multiple options in the way the funds may be invested – like equity focused (high 

risk, high returns), debt focused (low risk, low returns) or anything in-between (medium risk, 

medium returns). The decision on allocation of funds to various options and periodic re-

allocation is usually taken by the contributing individual. The retirement corpus of the 

individual depends on both the value of the contributions made and the returns generated 

through their investment. There is transparency in the way the corpus is growing and allows 

for course corrections at different stages in the accumulation stage. The DC schemes are 

simpler to move from one employer to another. The National Pension System (NPS) 

                                                           
1
 An annuity is an insurance contract which guarantees a regular income according to the terms of the 

contract, in return for a lump sum purchase price. 
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applicable for central government employees who joined service on or after January 1, 2004 

is a defined contribution pension plan. It has a corporate model too that has been adopted 

by companies to provide retirement benefits to their employees. 

In the DC model, the risk of inadequacy of the retirement corpus to provide a pension 

through the life of the individual moves from the employer to the employee. The individual 

assumes both the longevity risk (risk of outliving retirement assets) and the investment risk 

(risk of uncertainty in the returns from investments). These risks can be managed by doing a 

periodic review of the corpus required to reflect changes in factors such as health that affect 

longevity as well the performance of the retirement fund investments and making 

appropriate changes to the contributions made to the corpus and the type of investments 

held. 

1.1.2 Need to apportion current income between current and future expenses 

Individuals have to apportion their available income to meeting current expenses and to 

saving for their goals, including retirement. A financial plan will help identify the goals and 

quantify the amount required to meet the goals. Once this is done, the savings available 

from the current income after meeting current expenses is apportioned to the goals. In the 

initial working years of the individual the income and savings may be inadequate to provide 

for all the goals. It becomes important to prioritize goals based on their importance and 

urgency. Successfully meeting future goals will therefore depend upon the adequacy of the 

current available income to meet current expenses and save enough to accumulate the 

corpus required. If the income is seen as inadequate to meet the claims of current and 

future needs, then it becomes imperative to cut back on current expenses as far as possible 

to accumulate the funds for important future goals like retirement that cannot be met 

through loans. Even if the available income is adequate to meet current and future needs, 

discipline is required to develop the habit to save, invest and build the corpus required. 

Where the savings are mandatory, such as the contribution to the provident fund by 

government employees, there is some discipline to savings and contribution to the corpus 

happens right from the beginning of working years. Whether these savings are adequate or 

not will depend upon each individual’s retirement requirements and can be augmented by 

additional savings through the working life. 

1.1.3 Importance of Budgeting    

As mentioned earlier, the income or earnings in the working years is used to meet current 

expenses first, and a part is saved and invested to create a corpus that will generate income 

for the retirement years. Adequacy of income to meet current and future needs is again not 

uniform across individuals and the different stages in life. People with a higher income 

relative to their expenses have the capacity to save more than others whose income may be 

just enough to meet their current expenses, leaving very little for savings. Similarly, savings 

in the initial working years income is just about enough to meet expenses. Expenses and 
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needs rise for much of the early and middle earning years leaving very little for saving even 

though incomes also go up. Overtime as expenses stabilize, savings increase. However, 

leaving savings for later in life when income is high enough may lead to many goals, 

including retirement, being underfunded. It is important to start early and build the funds 

required over time out of savings so that the risk of the accumulated funds being 

inadequate to meet the goals is reduced. Budgeting is one way to inculcate the discipline to 

save for goals. In the early years when income is tight, a budget is a useful tool to help live 

within the available income and generate savings for goals. In the later years, even when the 

income is adequate, a budget helps in increasing savings with a focus on the goals. 

Budgeting involves listing in detail the income and expenses of a household. The idea is to 

be able to contain the expenses within the income available and determine the savings 

possible. The process of listing and itemizing the income and expenses gives clarity to an 

individual’s financial situation. There are mandatory expenses, such as taxes and loan 

repayments that have to be first met out of available income. Then there are essential living 

expenses related to housing, food, education and transportation that have to be met. These 

are a category of expenses which cannot be avoided but the individual can cut back and 

economize depending upon income available and savings goals. For example, finding 

housing in a less expensive locality and using public transport are ways to reduce expenses 

in this category. Discretionary expenses, related to entertainment and recreation, are the 

last category of expenses. This is the category that can be cut back significantly to generate 

savings when income is limited.. A budget helps identify wasteful expenditure that can be 

eliminated or reduced to accommodate saving for goals. Changes to income and expenses 

over time are reflected in the budget as they happen. Listing them and knowing where the 

money is being spent allows better control on savings and calibrating it to the desired goals.   

A budget helps in prioritizing expenses and goals, given the expected income. It gives clarity 

on what financial goals are realistically achievable given the available income and level of 

savings. It helps direct scarce funds to goals that are important. The income and savings 

made from it are accordingly assigned to current expenses and future goals which are a 

priority. Financial goals such as retirement that cannot be given up or avoided have to be 

funded first and get a priority claim on available savings. It is important for a budget to be 

realistic about current income and expenses, and therefore on possible savings. 

Overestimating income or underestimating expenses are both dangerous for goals. In both 

scenarios savings are likely to be lower than what was expected and will result in goals being 

underfunded.  

1.1.4 Increasing Life Expectancy 

The average period that a person is expected to live, based on birth and death statistics, is 

the life expectancy of the population in a country. The life expectancy at birth in India has 

gone up from 63.8 years in 2003 to 68 years in 2014 (Source: World Bank), and the trend is 

upward. Better diet, health care facilities and lifestyles have contributed to this. While 



15 
 

increased life expectancy is a positive parameter for evaluating any population, it brings 

with it the risk of longevity for retirement planning and the need to manage it. 

Longevity risk is the risk that an individual will outlive their retirement assets, necessitating 

actions such as reducing the standard of living or seeking an alternate income to ensure that 

the retirement corpus of the individual will not be drained before the end of life. Increased 

life expectancy adds to the financial commitment required to meet the retirement goal 

without making compromises that were not intended. Defined benefit retirement plans 

protected the subscriber from the longevity risk. But in a defined contribution plan this risk 

is assumed by the subscriber. Income generating sources in retirement must take the 

increased life expectancies into consideration. For example, a deferred annuity purchased at 

say age 65 and the income to be paid only from age 85 for life, will take care of the risk of 

longevity. 

1.2 Basic financial concepts associated with retirement planning 

1.2.1 Inflation and Time value of money 

Saving for a financial goal requires estimating the amount required to fund the goal at the 

time when it has to be met. For example, in the case of retirement, the expenses in 

retirement and the sum of money required to meet it needs to first be determined before 

the value of the retirement goal can be calculated.  While estimating the cost of meeting 

expenses in retirement, it is important to remember the impact of time value of money. 

Time value of money is the idea that the time period when a sum of money will be received 

or paid that determines its value.  The value of a sum of money, say Rs.100, is different at 

different points on the time line. Receiving Rs.100 today or one year later is not the same 

because the money in hand today has the potential to earn returns and grow to a higher 

value one year hence. If the rate of return is taken at 8 percent, then the Rs.100 will be 

equivalent to Rs.108 after one year. 

Similarly, the Rs.100 received one year later will also not have the same purchasing power 

as Rs.100 in hand today. The purchasing power of money refers to the value of a sum of 

money expressed in terms of the goods and services that can be acquired with it. Inflation, 

or the rise in prices of goods and services over time, will reduce the quantum of goods and 

services that can be bought with the same amount of money at different points in time. In 

other words, inflation reduces the purchasing power of money. If inflation is taken to be at 6 

percent per annum, then the same quantum of goods and services which costs Rs.100 today 

will cost Rs.106 a year from now.  
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 Box 1.1 illustrates the concept of time value of money. 

Box1.1: Number Crunching: The concept of time value of money 

 

 

 

 

 

 

 

 

 

  

Case: 1 

Mr. X needs Rs.20,000 per month today to meet the costs of living for his family. If there is no 

change in expenses, will Mr. X be able to meet his family’s cost of living with Rs.20,000 per 

month 5 years hence? Assume inflation is at 5 percent. 

Mr. X will need Rs.25,525 per month to meet the same expenses 5 years hence. This is 

because the cost of meeting the expenses has gone up each year due to inflation at the rate 

of 5 percent per annum. The table below shows how the cost of living expenses go up from 

one year to the next as a result of the effect of inflation on costs. 

 Current 

(A) 

Year 1 (B) Year 2 (C) Year 3 (D) Year 4 (E) Year 5 (F) 

Expenses/Month(Rs.) 20,000 21000 22050 23153 24310 25526 

Inflation ( percent) 5  5  5  5  5 5  

Formula  A x (1+5 

percent) 

B x (1+5 

percent) 

C x (1+5 

percent) 

D x (1+5 

percent) 

E x (1+5 

percent) 

 

Case:2  

If Mr. X intends to provide today for his family’s living expense five years hence, will he have 

to put aside Rs.25,526 today? 

No. The sum required to be set aside today will be lower because this money can be invested 

and earn returns over 5 years to grow to Rs.25,526. For example, if X were to invest in a 5 

year bank FD that gave a post-tax return of 8 percent, then to accumulate a sum of Rs.25,526 

five years hence he has to invest only Rs.17,372/- today. 

The present value (PV) of the Rs. 25,526 required 5 years hence can be calculated using the 

formula PV= FV /(1+r)^n, where ‘PV’ is the present value of the money invested, ‘r’ is the rate 

of return at which the money is invested and ‘n’ is the period for which the investment was 

made and FV is the future value of the invested amount. Substituting the information from 

the example in the equation we get 

PV= 25526/ (1+8 percent)^5= 17372 

This calculation can also be done using the PV function in MS Excel. The inputs required are 

Rate (8 percent), Nper( 5) and FV (25526). The output will be -Rs.17372. The negative sign 

indicates the outflow as funds are invested.  
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In planning for long term goals, like retirement, an understanding of time value of money is 

essential to make the right saving and investment decisions. The following are the areas 

where the time value of money will impact the calculations of the retirement corpus:  

1. The cost of expenses expected in retirement have to be adjusted for inflation. The 

cost for the same level of expenses will be higher in retirement relative to the 

current cost because of inflation, and a higher sum of money will be required to 

meet the expenses in retirement. 

2. The potential for the money saved to be invested to earn returns and compound 

over time has to be considered. The final corpus will comprise not of the savings 

alone but also the returns earned on the savings by investing it. This has to be 

considered while determining the savings required to create the corpus required to 

generate retirement income. The returns that are likely to be earned will significantly 

reduce the contribution or savings required for creating the corpus. The effect of 

compounding on returns is explained in the next section. 

3. Longer the time to retirement, higher will be the impact of time value of money: 

both positive (ability to earn compounded returns on investment) and negative 

(impact of inflation). 

1.2.2 Effect of compounding on returns  

Compounding or compound interest is the effect of the interest earned on an investment 

earning interest on account of re-investment. If the interest earned is not withdrawn but 

allowed to remain in the investment then the return for the next period will be earned not 

only on the principal but also on the interest that was reinvested. Overtime, the 

contribution of compound interest to the accumulated value of the investment will be far 

more than the investment made. 

Box 1.2below depicts how a contribution of Rs.1000 made each month grows to a value of 

aboutRs.1.5 crores over a period of 35 years, assuming a 15 percent return. Notice how a 

delay of just 5 years in starting saving (from age 25 to age 30) more than halves the returns 

earned from Rs. 1.42 crore to Rs.65 lakhs. The contribution made over 35 years is just 

Rs.4,20,000 out of a total final corpus value of Rs. 146,77,180.  
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Box 1.2: Start Early: Save Regularly 

 

The future value (FV) of the corpus created out of monthly contributions can be calculated 

using the FV function in MS Excel. The data required are: 

Rate: The annual rate of interest divided by the number of instalments in which the 

contributions are made during the year. In the above example, the contribution is made 

monthly and the rate of return is 15 percent. Therefore, the input for ‘Rate’ is 15 

percent/12. 

Nper: This is the number of instalments over the entire contribution period. In the above 

example, a monthly contribution is made over 35 years. Therefore, the input for ‘Nper’ is 35 

x 12= 420 

PMT: This is periodic contribution. In the above example, the input is 100. A negative sign ‘-‘ 

is prefixed to this amount to indicate the cash outflow on investment. 

Type: This is the timing of the investment. Input required is 1 if the investment is made at 

the beginning of the term, or 0 if it is made at the end of the term 

Putting in all the data required in the function will give the future value of the contributions 

made, earning a return of 15 percent per annum. 

For compounding to work, the investment must be given adequate time to earn returns, 

these returns have to be reinvested, and the cumulative  amount to earn returns over many 

cycles. It is important therefore to start saving and investing as early as possible and 

reinvest the returns instead of withdrawing and consuming it. The effects of compounding 

will depend upon the period for which the investment was held, the rate of return earned 

and the frequency of compounding. The longer the holding period, higher the rate of return 
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earned and more frequent the compounding the greater will be the effect of compounding 

on the final investment value.   

Box 1.3: Number Crunching: The factors that impact compounding effect 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Time works in favour of and against the individual saving for long term goals. It works in 

favour since it allows a sum of money saved today to be invested to earn returns, compound 

and grow. It works against a saving plan because with time the impact of inflation will 

reduce the value of the money saved today because inflation will push up the cost of 

expenses for which the savings are being made. To preserve the value of money and 

increase its value  the return that is being earned on investments must be equal, if not 

more, than the rate of inflation. This is the real rate of return. 

The real rate of return (RR) may be calculated as Nominal Rate of Return (NR)- Inflation Rate 

(IR), i.e. RR= NR-IR. A more accurate formula for calculating RR is as under 

  (1+NR) = (1+RR) x (1+IR) 

Simplifying:  ((1+NR)/(1+IR))= (1+RR) 

X intends to invest Rs.5000 per month from age 30 to age 60 in an investment that is 

expected to earn 12 percent per annum 

(All calculations can be done using the FV function in MS Excel) 

The final value of the corpus will be Rs.174,74,820 (Rate=12 percent/12, Nper=360 (30 x 

12), Pmt=-5000, Type=0) 

Instead of investing Rs.5000 per month, X invests Rs.60,000 per annum over 30 years 

The final value of the corpus will be Rs.144,79,961 (Rate=12 percent, Nper=30, Pmt=-60000, 

Type=0) 

More frequent the compounding, higher will be the final value 

X begins investing only at age 35 instead of age 30 

The final value of the corpus will be Rs.93,94,233 (Rate=12 percent/12, Nper=300 (25 x 12), 

Pmt=-5000 , Type=0) 

Longer the period of compounding, higher will be the value 

X begins investing at age 30. But instead of the expected 12 percent, the investment earns 

only 10 percent per annum 

The final value of the corpus will be Rs.113,02439 (Rate=10 percent/12, Nper=360 (30 x 12), 

Pmt=-5000 , Type=0) 

Higher the rate of return, higher will be the final value 
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  ((1+NR)/ (1+IR))-1= RR 

1.2.3 Market-linked Returns versus Fixed Returns  

The savings made for goals are invested to earn returns in various types of financial 

instruments. The returns from the investments may be in the form of periodic returns such 

as interest and dividend, gains in the value of the investment (capital gains) at the time of 

maturity or sale, or a combination of both periodic income and capital gains.  

Some investments, such as fixed deposits with the banks, offer guaranteed or fixed returns 

during the tenure of the deposit. The rate of interest payable on these deposit is typically 

known at the time of making the investment. There is no appreciation in the value of the 

original investment made and the interest income is the only source of return from the 

investment.  

Some other bonds and deposits may offer interest income that is not fixed at the time of 

issue but varies with changes in market interest rates. For example, the interest on small 

savings schemes such as the National Savings Certificates, Post office time deposits and 

others, are periodically reset (every quarter) to reflect the current market rates.  The rate 

determined applies till the next revision or reset. The interest income goes up when interest 

rates in the markets rise, and declines when rates comes down.   

Some investments, like bonds issued by the government or public companies, and listed on 

the stock markets, provide fixed periodic income as well as the possibility of a gain or loss in 

capital invested from a change in the price of the of the bonds on the stock markets. If there 

are gains in the capital value, then it adds to the interest income earned and the total return 

goes up. However, if there is a fall in capital values, then the loss eats into the interest 

income earned and the total return comes down. 

Investments in stocks and shares may provide periodic dividend income. However, there is 

no certainty on the rate of dividend. The dividend will depend upon the performance and 

profitability of the business, and the decision of the board of directors on making a dividend 

payout to the shareholders. Stocks are typically listed on a stock exchange and may see an 

appreciation in its value over time to reflect the business’ prospects. However, there may 

also be a loss in its value in response to poor business conditions. In other words, the 

returns from such investments are linked to the performance of the business. If the right 

stocks are selected then there is a possibility of high returns, primarily from the appreciation 

in prices.  

Fixed and guaranteed return has the advantage of predictability. However, the guarantee 

comes with the risk of lower returns. The real returns from the investment, i.e. the returns 

after adjusting it for inflation, may be very low and even negative in periods when inflation 

is high. For example, if the return from an investment is 7 percent and inflation is at 
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6percent then the real return from the investment is 1 percent (7 percent-6 percent). The 

interest rates remain the same through the tenor of the instrument even if market interest 

rates were to go up or if the profitability of the issuer were to increase. The low returns 

from such investments can affect the ability to accumulate the funds to meet goals. Since 

the returns on the investments are low the principal contributed has to go up to make up 

the amount required for a goal.  

Returns from investments with variable returns are linked to the performance of the issuer 

of the instrument, which is reflected in the market value of the investment. There is no 

certainty to the returns that can be earned. The returns from such investments is estimated 

based on the historic returns and expectations of future performance. Since the gains or loss 

in values form a significant part of the total returns from such investments, the returns are 

likely to be volatile. Some investments, such as equity, see greater volatility in returns in the 

short term because the price of the shares on the stock markets where it is listed will show 

gains or losses with every change in expectation on performance. The dividends and market 

values of shares increase with improved performance of the issuing companies and vice 

versa. These investments are seen as riskier because of the volatility in returns and the 

possibility of a depreciation in the value invested. However, with an adequately long holding 

period, and portfolio construction with proper selection and diversification, it is possible to 

benefit from the higher returns with lower risk from volatility. The higher returns over the 

long- term help offset the effect of inflation on the real returns from the investment. 

Investments with market-linked returns need to be monitored for risks to earnings and 

performance. It is important to be able to identify signs of possible underperformance and 

switch the funds to other investments, to reduce the risk of losing the capital invested.  

1.3 Features of the retirement goal 

The retirement goal is the primary goal for people who need to provide for the years when 

they are no longer earning an income from employment but still have to meet their 

expenses. Unlike most other goals which can be funded through loans, retirement has to be 

funded out of the resources that are created from one’s income in earning years. This 

feature of the retirement goal describes why it has to be given the highest priority in 

allocating savings. The savings have to be invested to create assets till retirement. These 

assets may be financial assets such as investments in debt and equity oriented instruments, 

and physical assets such as real estate and gold. On retirement, these assets are used to 

generate the streams of income that are necessary to meet expenses.  

The retirement goal is inherently a long-term goal. Typically, retirement would be seen 

around 25 years to 30 years after the start of employment or earning a living. And the 

period in retirement may be anywhere between 20 to 25 years, given the improvement in 

life expectancy over the years. Saving for the goal of funding expenses in retirement cannot 

be done over a few years since the corpus required is large.  Starting early and saving 
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regularly is important for such a large goal. Individuals covered under a retirement benefit 

or plan will see some regular retirement savings happen from the beginning of the earning 

period. This alone may not be adequate to fund the retirement life that the individual 

expects to lead and may require additional savings to be allocated to retirement. Individuals 

who are not covered under a mandatory retirement plan need to voluntarily start saving 

early for retirement to benefit from the long saving and investment period. 

The early start to saving for retirement will benefit from compounding over the long 

investment period (see Box: 1.4). The allocation that needs to be made from savings will be 

lower when the period available for accumulation is long. This is because the compounded 

returns will contribute to a large portion of the retirement corpus. The long investment 

period available for saving for retirement also allows taking exposure to investments like 

equity that are seen as risky because of the volatility exhibited in the short-term returns, but 

over the long term are capable of generating higher returns. The higher rate of return also 

means that the contribution of returns earned to the corpus will be higher, and this reduces 

the amount that has to be allocated to retirement from savings available.  

Box 1.4:  Number Crunching: Start investing early 

  Consider the case of “X” who targets accumulating a corpus of Rupees One crore for retirement 

30 years hence. Assume a return of 8 percent.  

If X starts saving and investing immediately the monthly savings required is Rs. 6700/-. 

However, if he delays saving and investing by just 5 years, the monthly savings required goes up 

to Rs.10,500.  

Instead of 8 percent if the savings were invested to earn 10 percent then the monthly savings 

required to reach a corpus of  Rupees one crore in 30 years is just Rs.4400 as against Rs.6700. 

To understand the power of compounding  consider the case of X who invests Rs.5000 per 

month for 10 years from age 25 to 35 years at the rate of 8 percent and then stops investing 

any more. X leaves the investment untouched for further 25 years till he is 60. The corpus will 

be worth Rs. 62,65,000.  

Compare this to Y who starts investing 10 years later at the age of 35 and invests Rs.5000 per 

month for 25 years till he is 60 at the rate of 8 percent. The corpus will be worth Rs. 47,55,000. 

X’s corpus is worth more than Y’s corpus even though he contributed for just 10 years because 

of the compounding effect of money with time. Y’s corpus did not grow as much even though 

he invested for 25 years because the money did not have as much time to compound and grow. 
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The long goal period for saving for retirement is a factor that should be used to the 

individual’s advantage by starting early, investing in higher return products and thereby 

reducing the principal contribution that has to be made to the corpus.  

The retirement goal is the largest in an individual’s financial life relative to other goals. With 

better health and increasing life spans, the period in retirement has increased. The corpus 

that has to be created to generate the income has to be large to provide income for the 

longer retirement period. It is not possible to create the corpus in the last few working 

years. It can only be built over time and allowing the investments made to compound and 

grow. As mentioned earlier, retirement cannot be funded by othersources such as loans or 

borrowing. It has to come out of own funds only and therefore needs to be prioritized over 

other goals that have the option of being funded with debt. 

1.4 Advantages and importance of starting retirement savings early 

It is easy to postpone saving for retirement because it is far away in the future and there are 

more pressing financial demands that have to be met. The intention is to catch up on 

retirement savings later when there is scope for saving more. But when retirement saving is 

started late, the amount of contribution that has to be made to reach the required amount 

is much higher. In other words, the same corpus will cost more. Consider the example 

below: 

Example 1: Delayed Start to Retirement Saving 

 

X Y 

Age (Years) 25 35 

Retirement Age (Years) 60 60 

Years to Retirement (Years) 35 25 

Corpus Required (Rupees) 1 crore 1 crore 

Expected Return (Percent) 8 8 

Monthly Contribution (Rupees) 4359 10515 

 

Starting 10 years later means Y needs to save more than double of what X has to save to 

reach the same figure for retirement. This is because Y’s investment loses out on the 

benefits of compounding. As the period available to accumulate funds comes down, the 

ability to invest in riskier assets to earn better returns also comes down. The corpus then 

loses the advantage of higher returns and this would mean that the contribution that the 

individual has to make to the corpus goes up to reach the desired goal value.  

Postponing retirement savings can be very risky to the individual’s future financial security 

in multiple ways. In the worst case scenario they may not have enough money saved up for 
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retirement. A lower corpus would mean that the income available would be lower than 

what was estimated and insufficient to meet all the expenses in retirement. Postponing 

retirement so that there are more working years to add to the corpus and fewer retirement 

years to fund, or cutting back on the lifestyle expected in retirement are consequences of 

underfunding the retirement corpus.  

1.5 Risk of Underestimating Retirement Goals 

Given the particular features of retirement, namely a long period in retirement in which the 

expenses have to be funded out of the available corpus, it is important to have a degree of 

clarity on the retirement goal. In the initial years of the accumulation period, the retirement 

is many years in the future and there is likely to be uncertainty about the type of expenses 

and level of expenses that will be incurred in the retirement period. But over the years it is 

possible to refine the retirement plan based on updated circumstances and information so 

that the expenses and income required to meet it reflects what it is likely to be in 

retirement. If this exercise of updating the plan is not undertaken, there is a good chance 

there will be a gap in what the corpus is able to fund and what is actually required.  

Relevance of Expenses: The importance of various heads of expenses will change in 

retirement relative to the working years. For example, health may be a large expense in 

retirement, while transportation may not be. Knowing the type of expenses will help 

prepare for them, such as taking health insurance cover to help meet health expenses. In 

the event this is not taken care of, it may be a drain on the corpus and affect the availability 

of income for other expenses. 

Level of Expenses: The expectation of expenses in retirement may undergo a change over 

time. It may go up or it may go down. The size of the retirement corpus will have to be 

adjusted to reflect this need. If the corpus is unable to generate the income required, then it 

may become necessary to scale back expectations. This can lead to psychological issues in 

retirement. 

Performance of Investments: Even if the requirement for income in retirement and the 

corpus is correctly estimated, there may still be issues if the investments in which the 

corpus is held does not perform as expected. If the investments were expected to generate 

a 10 percent return, then the savings required to reach the corpus would be determined 

accordingly. If this return did not materialize then the savings made will not accumulate to 

the corpus required. Periodically monitoring the performance of the investments and 

making course corrections where required will help reduce the risk of this happening. The 

investment choices can be altered or the savings can be increased, if possible, as a way to 

catch up on the shortfall in the corpus. 

If appropriate checks and balances to identify and correct the above risks in time are not 

built into the retirement plan then the retirement faces the risk of underfunding. Periodic 
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review of needs and expectations, savings plan and investment performance, will help 

reduce the risk of a wide gap in retirement funding.  

Managing the underfunding of goals may be done by postponing retirement by a few years 

that gives some more time to build the corpus and a lower retirement period to fund. Other 

options include choosing a less expensive lifestyle that can be accommodated by the 

available income and considering a second career among others.  

1.6 Emotional Aspects of Retirement 

Retirement planning typically targets the financial aspects of retirement. It helps take care 

of the monetary aspects of having an adequate income in retirement. But there is an 

emotional and psychological aspect to retirement that is important to be sorted out for a 

successful transition into retired life. People must be ready to let go of the pre-retirement 

life in terms of the financial aspects, social connections and the power and recognition that 

came with the job. One of the primary concerns as retirement comes closer is to fill up the 

spare time that will now be available. Exploring interests or hobbies that a person can 

become involved in either as a part-time employment or on voluntary basis should be done 

towards the mid-40s when there is greater clarity on what their interests are. This may be a 

continuation of their work-related skills or exploring new areas. Building a social structure 

distinct from the work environment is important to make retirement easier. Health is 

another important aspect that may affect a retiree psychologically. Increasing issues with 

health and dealing with it both financially and emotionally can be difficult. Making a healthy 

lifestyle a priority even in the working years will hold the person in good stead in 

retirement. If necessary it may be a good idea to have professional help to deal with these 

aspects of retirement so that their well-being in the retirement years is taken care of. 
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Sample Questions 

1. The retirement benefit in a Defined Contribution plan depends upon: 

a. The corpus accumulated in the scheme 

b. The last drawn pay of the employee 

c. The terms of employment at the time of recruitment 

d. The average rate of return in the debt markets  

 

2. Which of the following is a consequence of inflation?  

a. It increases the value of money in the future  

b. It leads to appreciation in the purchasing power of money  

c. It reduces the purchasing power of money  

d. It decreases the current value of money 

 

3. Life expectancy directly affects which of the following features of the retirement goal?  

a. Period in retirement 

b. Monthly expenses in retirement 
c. Remaining working years 
d. Returns earned on the retirement corpus  

 

4. Which of these is a non-financial concern in retirement?   
a. Finding interests to occupy time 

b. Dealing with living on a tight budget 

c. Making investment decision in retirement 

d. Dealing with the risk of longevity  
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CHAPTER 2: FINANCIAL MARKETS AND INVESTMENT PRODUCTS 

 

 

 

 

 

 

2.1 Need for Making Investments to Reach Retirement Goals 

The retirement goal is unique in the sense that it requires a large corpus to be built out of 

owned funds since it cannot be funded through loans or borrowings. The other feature of 

the goal is that it is long-term in nature. It has to be met at a time well in the future. If the 

money saved for the goal was kept unused till it is required to meet the expenses in 

retirement, the money will lose value given the effect of inflation over the long period to 

retirement. Again, keeping the money idle would mean that the ability of money to be 

invested and earn returns is not being used.  

Consider the case of ‘X’ who requires to accumulate a corpus of Rs.2 crores over 30 years. 

 If X intended to keep the savings idle, then he would require a monthly contribution of 

Rs.55,555 each month for 30 years to accumulate the Rs.2 crores. 

If X invested the savings in an investment that earned 10 percent then he would require to 

invest only Rs.8,847 each month for 30 years.  

Investing the money instead of keeping the savings unutilized frees up a large chunk of X’s 

savings for other goals and needs.  

Large goals like retirement can only realistically be met if the money saved is invested.  

2.2 Difference between Savings and Investments 

Saving refers to the excess income available to an individual or household after meeting 

current expenses. These are the funds available to be apportioned to future needs that are 

referred to as financial goals. If the individual wants to secure the savings from a loss in 

absolute value, then it is held in secure and guaranteed avenues such as savings bank 

accounts. Typically, funds that are required for meeting the near term expenses or goals, or 

funds earmarked for meeting emergencies are held in this form. As we have seen in the 

LEARNING OBJECTIVES: 

 Need for making investments to reach retirement goals 

 Difference between savings and investments 

 Difference between asset and sub-asset classes 

 Risk and Return trade-off 

 Impact of macroeconomic factors on different asset classes 

 Concept of asset allocation and impact on investor portfolio risk  

 Indian Financial System and investment products 
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previous chapter, money left idle loses real value over time as a result of the effect of 

inflation and the purchasing power of savings erodes over time. 

Savings are always scarce and seldom adequate to fund all the financial goals that an 

individual may have. It is important therefore to make most of the available savings. One 

way of doing this is to put the savings to work by investing it. Investing is the term used to 

describe the activity of employing available funds in suitable investment opportunities in 

physical and financial products with the intent of earning a return. The returns or gains 

made from investing are also then available to help meet the goals. 

2.2.1 Trade-Off between Risk and Return 

When savings are invested to earn returns they are exposed to certain risks, depending 

upon the type of investments into which the savings are channelized.  The investor needs to 

understand these risks before committing their savings to the investment. 

Risk of Liquidity: When savings are invested, they are typically locked-in for a defined period 

of time. Unlike cash kept in sources such as savings bank accounts, invested funds are not 

available readily for use by the investor. Some investment avenues may allow easy 

realisation, but there may be a penalty imposed, such as the penalty of lower interest 

imposed on a premature withdrawal of a fixed deposit.  

Risk to Expected Returns: Depending upon the avenue chosen for investment, there may be 

a risk of the expected return not materialising. If the investment is a debt-oriented 

investment then the interest income is known at the time of investment. However, the 

issuer may default in paying the interest, unless it is a guaranteed product such as a post 

office deposit that is guaranteed by the Government of India. In case of equity investments, 

there is no fixed or assured dividends or returns. Based on historical returns, investors make 

assumptions about expected returns. If the business does not do as expected the company 

may not declare a dividend for its shareholders at all. In case of real estate investments, the 

investor expects to earn a periodical rental income and appreciation in the value of the 

property. However, there is a possibility that a tenant may default on paying rent or the 

property may remain unoccupied and not earn rental income at all.  

 Risk to Capital Invested: Investments may involve the risk of a partial or even complete 

erosion of the principal invested. Investment in equity may see a fall in price to levels where 

there may be an erosion in the capital invested. A default by the issuer of a debenture at 

maturity may mean that the capital invested will be lost, unless the debt instruments are 

secured on the assets of the issuer. Physical investments such as real estate and gold too 

may see a fall in values that erodes the capital invested. 

The potential for return from an investment is expected to compensate for the risk that is 

undertaken: higher the risk in the investment, higher is the expected return. Equity 

investments are expected to provide higher returns to compensate the investor for the 

higher risk to returns and principal. A bond with a higher credit rating will pay a lower 
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coupon as compared to a bond of the same tenor but with a lower credit rating, to reflect 

the lower risk of default in payment of the periodic coupon income and repayment of 

principal.  If an individual wants to protect the investment from too much risk, they must be 

willing to settle for lower returns. This is the risk-return trade-off in investments. The limited 

access to the funds invested and the risk of loss in investments are the trade-offs that are 

accepted for the higher returns that it is possible to earn from investments like real estate 

and equity. The extent of risk an individual is willing to take on for returns will vary 

depending upon their circumstances.  For example, investors with a higher level of income 

and savings and greater financial security may be willing to take higher risk relative to 

investors without a secure source of income and lower accumulated wealth. If the goals for 

which the investments are being made are well in the future, then the investor may be 

willing to invest in products that may show volatility in returns, but has the potential to earn 

high returns over a period of time. On the other hand, if the goals are at hand and the funds 

are required to meet the goal, then the investor will seek to invest in low risk products that 

are likely to earn low returns but will preserve the capital accumulated. 

When savings are invested the returns earned help accumulate the funds required to meet 

the individual’s financial goals. For example, retirement is a goal that requires a large sum of 

money to be accumulated. This corpus will in turn be utilized to generate the income 

required to meet the expenses in the retirement period. The expenses in retirement have to 

be met out of own funds and not out of loans or borrowings. Given the large sum or corpus 

required it can only be accumulated over a long period of time.  One way to get a little help 

in this task is from the returns that the savings are capable of earning.  

Consider the following example: 

X wants to accumulate a corpus of Rs. One crore through monthly savings over a 25 year 

period. If X were to depend upon his savings alone he would require to set aside 

approximately Rs. 33,000 per month. Instead, if the monthly savings were being invested at 

8 percent, the savings required to reach the same sum of Rs. One crore in 25 years would be 

approximately Rs. 10,500.  

If the money set aside is invested then the returns earned on the investment would also 

contribute to the corpus required, thus freeing up the savings for other goals and needs 

which otherwise would have had to be set aside for the retirement goal. In the above 

example, approximately Rs.22,500 (Rs.33,000- Rs.10,500) becomes available to Mr.X each 

month to use for other goals because investing around Rs.10,500 every month and earning 

compounded returns on it gets him to his goal. 

Higher the returns earned lower will be the savings that have to be invested. In the above 

example, instead of 8 percent if the savings earned 10 percent then the monthly savings 

required to be invested to reach the corpus would be around Rs.7,500 instead of around Rs. 

10,500. Depending upon the type of investment selected to invest the savings, there will be 

some degree of risk taken on by Mr. X monitoring the investment periodically for any 
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change in the circumstances that may increase the risk, and moving the funds if so required, 

will help Mr. X manage the risks. 

2.3 Asset Class and Sub-Asset Classes 

Every investment option is characterised by the risk and return features inherent in it. The 

returns may be described as high or low, pre-defined or variable, stable or volatile. This 

would depend upon the factors that affect the returns. For example, the returns on the 

equity shares of a company would depend upon the profits the company makes and the 

business risks that the company faces. This translates into the possibility of a higher long-

term return if the company’s performance is good. But in the short-term the holder of 

equity shares is likely to see a good amount of volatility in returns as market participants 

evaluate the impact of different factors on the expected performance of the company and 

incorporate their view into the price of the share. The returns from bonds of a company 

would depend on the ability to generate enough cash to pay interest, even if the company 

would make losses or a minimal profit. This translates into steady periodic return, with 

limited possibility for capital appreciation. A group of investments that exhibit similar risk 

and return characteristics, and respond in a similar fashion to economic and market events 

are grouped together as an asset class. 

Broad Asset Classes  

Investment products are primarily classified as physical assets and financial assets. Physical 

assets are tangible assets and include real estate, gold and other precious metals. Physical 

assets are typically growth investments that are bought for the appreciation in value rather 

than the income they generate. Physical assets are also seen as a hedge against inflation. 

Financial assets represent a claim that the investor has on benefits represented by the asset. 

Financial assets include bank deposits, equity shares, bonds and others. These assets may be 

structured as growth-oriented assets where the appreciation in value constitutes the 

primary source of returns. Equity investments are an example of growth-oriented 

investments. Assets may be income-oriented, such as deposits, where the periodic income 

such as interest is the main source of return. They may also be structured to provide 

liquidity and capital preservation. Financial assets are typically standardized products and 

controlled by the regulations in force at the point in time.  

Based on the return and risk attributes, financial assets or investment options can be 

broadly classified into the following asset classes:  

 Equity  

 Debt  

 Cash  
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Physical assets can be categorized as: 

 Real Estate 

 Commodities 

2.4 Features of Different Asset Classes 

Each asset class has distinctive features as regards returns, risk and liquidity.  

Equity 

Equity represents ownership in the company that has issued the shares to the extent of 

shares held. Shareholders participate in the management of the company by exercising the 

voting rights associated with the shares held. They also participate in the residual profits of 

the company i.e. the profits remaining after all the dues and claims against the company 

have been met. In periods of high revenues and profits, the shareholders benefit from high 

dividends that are paid to them and from the appreciation in the value of the shares. 

However, if there are no residual profits or the Board of Directors of the company do not 

recommend a dividend from available profits then equity shareholders do not receive a 

dividend. Equity shareholders cannot demand a return of the capital invested. If the shares 

are listed on the stock markets then the shareholder can sell at the current value. This may 

be higher or lower than the value at which the investment was made. 

Investment in equity is investment in a growth-oriented asset. The primary source of return 

to the investor is typically from the appreciation in the value of the investment. Dividends 

are declared by the company when there are adequate profits and provide periodic income 

to the shareholders. The returns from equity investments are neither pre-defined nor 

guaranteed. They can be volatile from one period to the next and can even be negative. This 

makes equity investments risky, especially in the short-term. Since the market values of 

shares may decline in response to company-specific or economy-wide reasons, investors 

may find that they have to exit at a loss. Over time, the value of well-managed and 

profitable companies will see appreciation and generate high returns for the investors. 

Selecting the right stocks, monitoring the performance of the companies and exiting stocks 

where the performance is not as expected, is important for success in equity investing. 

Listed equity shares are liquid and can be easily converted into cash by selling in the market 

at prevalent prices. Within equity as an asset class there can be sub-categories based on the 

industry to which a group of companies belong, or the size of the company based on its 

market capitalization (large, mid or small). Sub-asset classes within equity may have 

features that are specific to that group. For example, among the universe of stocks available 

large-cap stocks typically feature greater stability in earnings relative to mid and small- cap 

stocks. They are therefore seen as less risky. Similarly, revenues of companies in the 

technology sector are sensitive to currency fluctuations since exports form a large segment 
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of revenues, companies in interest-rate sensitive sectors such as real estate, see benefits 

when interests rates in the economy comes down, and so on.  

Debt 

Debt represents the borrowings of the issuer. The terms of the issue will determine the 

conditions such as the coupon or interest payable on the debt, the tenor of the borrowing 

after which the borrower/issuer has to return the principal to the lenders/investors, the 

security against the assets of the borrower offered as collateral, if any, and other terms.  

Debt may be raised in the form of deposits or by issuing securities. For example, a bank may 

accept deposits from the public, which is a borrowing of the bank and they have an 

obligation to repay. A bank may also issue securities to raise debt from the public. Securities 

are standardized in terms of the face value of each bond, coupon payable and tenor of the 

security. Deposits are typically unsecured, while debt securities are secured against the 

assets of the borrower and therefore offer greater protection to the holder of the security. 

Deposit holders can exit the investment only at the end of term of the deposit. Pre-mature 

withdrawal may imply a penalty in the form of lower interest on the deposit. Securities 

issued through a public issue have to be mandatorily listed. Investors can exit by selling the 

security on the stock exchanges. The price at which they sell may be higher or lower than 

the price at which they bought the debt security. A higher price implies capital gains, which 

adds to the total returns of the debt security holder.  

Debt as an asset class represents an income-oriented asset. The major source of return from 

a debt instrument is regular income in the form of interest. The interest is typically known at 

the time of issue and may be guaranteed either by an undertaking of the government or by 

security created on the physical assets of the issuer. Some debt instruments may be 

unsecured, in which case it is seen as more risky. Debt is issued for a specific tenor or term 

after which it is redeemed and the principal returned to the investor. Debt securities, such 

as bonds and debentures, may be listed on the stock markets. Such bonds may see an 

appreciation or depreciation in its value. The total returns to the investor in such securities 

will be from the interest income and the gain or loss in its value. Risk in debt securities 

primarily comes from the possibility of default by the issuer in paying interest and/or 

repaying the principal. Liquidity in debt instruments is low, even when they are listed. Most 

debt-oriented instruments impose a penalty if the funds are withdrawn before the 

committed time. Sub-categories within debt may be created based on the credit risk 

associated with the instruments (Government securities or corporate securities), or the 

tenor (short or long term) of the securities.  

Cash and its equivalents 

Cash and its equivalents are investments used for parking funds for a short period of time 

and earning a nominal return. The objective of investments made in such assets is 
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preserving the absolute value of the capital invested and high liquidity rather than earning 

returns. Cash and equivalent assets have the highest liquidity. Other products that meet 

these specifications include savings bank accounts and money market mutual funds, among 

others. 

Physical Assets 

Physical assets are tangible assets and include real estate, gold and other commodities. 

Changes in the value of physical assets are impacted by demand and supply. The return 

from physical assets is primarily in the form of the appreciation in value rather than the 

income they generate. Some such as real estate may provide both income and growth, 

while others such as gold are pure growth-oriented assets. The value of physical assets are 

seen to move in tandem with inflationary trends, and as such they may be able to generate 

inflation-protected returns. The primary risks in physical assets are from the illiquidity that 

some, such as real estate, suffer from. It is not easy to be able to sell a property quickly at 

what is perceived as the right price. Real estate also suffers from opacity in valuation and 

transactions, apart from legal and maintenance issues. The other limitation of physical 

assets as an investment is that they are typically large ticket investments and require 

substantial savings, or a combination of savings and loan to acquire the asset. 

2.5 Asset Class Returns 

The nature of returns earned from different asset classes is likely to be different. This 

difference makes each asset class suitable to cater to a different need of the investor. Some 

asset classes may cater to the need for growth, others may cater to the need for income, 

and still others may cater to the need for liquidity. The return from an asset class may be 

evaluated on the basis of these questions: 

o What constitutes returns from the investment: periodic income, capital 

appreciation or a combination of the two? 

 If it is a combination of the two, which component is the primary 

contributor? 

o Are the returns from the investment known in advance? Is it fixed? Is it 

guaranteed? 

o Will the returns vary from one period to the next? 

 How much do the returns vary, if they do? 

The return earned from an asset class may be in the form of periodic income such as 

dividend, interest and rent. The periodic income may be known at the time of investment. 

For example, an investor buying a bond or investing in a fixed deposit knows the coupon 

rate or interest rate they are going to receive.  Investors in equity shares do not know the 

dividend they may receive. They may even not receive dividend income in a year. The 

interest income remains the same throughout the life of the debt instrument. There are a 
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few debt securities that offer interest that vary with market rates. In the case of dividend 

income, the rate of dividend goes up when the company’s revenues and profits go up and 

may go down when profits are low. Some interest income may be guaranteed. For example, 

any investment made in government securities, small savings schemes and post office 

deposits, among others are guaranteed by the Government of India. Some interest income 

may be secured against the assets of the company. If the issuer fails to pay the interest 

income then the holder of security has the right to the asset to the extent of their dues. 

The return from an asset class may be in the form of appreciation in the value of the 

investment. Equity shares, debt securities, real estate properties are all capable of earning 

an appreciation in its value. In case of equity shares, this component of returns is typically 

the primary source of return and it may see frequent changes since share values are 

reported on the stock markets on each trading day. In real estate investments too, the 

appreciation in value is a significant portion of the total return. However, the change in 

values are not frequent. An asset such as gold provides no periodic income and appreciation 

is the only source of income. 

Asset values can see a depreciation instead of an appreciation, and this will bring down the 

returns and can even make it negative. For example, if a bond pays 8 percent per annum 

coupon interest but the price falls by 10 percent in the year then the total return from the 

bond is -2 percent (8 percent +(-10 percent)). 

Following is the list of generally used asset classes and their main features:  

Asset 

Classes 
  Risk Returns Liquidity 

Cash  

 

  Risk of inadequate returns 

(inflation risk). 

Periodic interest income. 

Low returns commensurate 

with the low risk. 

High liquidity. Can be 

withdrawn at any time 

with no cost or penalty. 

Bonds    Corporate bonds have the risk 

of default by the issuer. 

Investments in debt 

instruments are subject to 

inadequate returns (inflation 

risk), fall in value (interest rate 

risk) and reinvestment risk. 

Bonds provide fixed return in 

the form of coupon/interest 

income. They also have the 

potential to gain in value if 

there is a fall in interest 

rates and the risk of loss in 

capital value if interest rates 

rise (interest rate risk). 

Liquidity in debt 

instruments is low. There 

may be a lock-in, penalty 

for early withdrawal or low 

trading in the stock 

markets, all of which make 

these instruments low on 

liquidity. 

Stocks   Stock prices are volatile 

(market risk) and hence seen to 

be a risky investment unless 

the investment horizon is long 

enough to provide the 

Returns from equity is 

primarily from the 

appreciation in value of the 

stock along with the 

dividend that the company 

Listed equity investments 

can be easily sold at the 

current price, which makes 

them liquid. 
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Asset 

Classes 
  Risk Returns Liquidity 

opportunity for appreciation in 

the value of profitable 

businesses. It is important to 

select the right stocks 

(selection risks) for investment.  

may declare. The fall in the 

value of the stock may result 

in loss to the investor. 

    

Real 

estate  

 

 Liquidity risk is the primary risk 

faced in real estate 

investments. Moreover it 

cannot be sold in smaller units 

if so required.  

Lack of transparency in pricing 

and transactions and weak 

regulatory protection are 

among the biggest risk that 

real estate faces.  Managing 

the property and legal issues 

are other risks that real estate 

investors face. 

Return from real estate is 

both from the rental income 

as well as the appreciation in 

value. The returns from real 

estate is seen as a hedge 

against inflation. 

Liquidating real estate 

investments is a long and 

cumbersome process. Lack 

of transparency in the 

pricing of real estate 

investments makes the 

process complicated. 

  The returns are impacted by 

economic cycles. 

  

 

Gold 

 The primary risk in gold is from 

the volatility in prices driven by 

speculative forces. 

Returns from gold is only 

from the appreciation in 

price 

 Liquidity is high in gold 

and gold linked securities 

 

2.5.1 Total Returns from an Asset Class 

Asset class returns may be from a combination of periodic income such as interest or 

dividend or rent and the appreciation in the value of the investment made. This is the total 

return from the investment.  

In income-oriented investments, the interest income is the primary source of return. The 

contribution of appreciation in the value will be small. For example, a short-term debt 

mutual fund earns interest income and a small contribution from appreciation in the value 

of the debt securities held.  

In a growth-oriented investment the capital appreciation is the principal source of return. 

For example, appreciation in the value of the shares is the primary return from an equity 

investment. 
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There are products that yield a combination of periodic income and capital appreciation.. 

For example, an investor in a debt mutual fund can earn both interest income as well as 

benefit from an appreciation in the value of debt securities that accompany a fall in interest 

rates in the markets, depending upon the type of debt securities held in the portfolio.  

Total returns in an asset class, earned from a combination of periodic income and 

appreciation/depreciation in its value, is likely to be volatile in nature. This is because the 

frequency or quantum of appreciation/depreciation in value is not fixed. Share prices are 

likely to show changes from one day to the next. Total returns from equity are thus volatile. 

Change in the price of debt securities are less frequent and volatile and therefore the total 

returns are less volatile. 

 

Asset classes with high volatility in total returns are generally considered for long term 

investments. Longer investment horizon allows an investor to benefit from the appreciation 

in the value of the asset and ride out the period(s) of fall in the values of an asset and 

therefore a fall in total returns from an asset. As goals come closer and the investment 

horizon shrink investors should shift funds from the volatile asset class to one with steady 

returns.  

If the funds earmarked for emergencies are held in equity investments then there is the risk 

that the investment values may be down when the funds are urgently required and the 

investor may have to sell at a loss.  

2.5.2 Fixed and Variable Returns 

The return from an asset class may be fixed in terms of quantum and periodicity. For 

example a bank deposit pays a fixed interest every period, as decided at the time the 

investor made the deposit. The investor has clarity on the amount that will be received and 

when it will be received. This is useful in planning income and expenses when the funds 

need to be used. The drawback is that there is no scope for the return to go up. The investor 

in the fixed deposit is tied to the contracted interest rate even if the interest rate increases 

subsequently. 

If the returns are variable, such as dividends from equity investments or mutual fund 

schemes that earn total returns, there is no certainty regarding the amount that may be 

received or the timing of the return. The return will increase or decrease to reflect the 

earnings of the investment. There is a possibility to earn high returns from such 

investments. But it makes monitoring of performance important so that investors can exit 

an investment that is likely to under-perform.  
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2.6 Common Risks in Investments 

There are several types of risk to which investments can be exposed. 

Inflation Risk 

Inflation risk represents the risk that the money received on an investment may be less 

worth when adjusted for inflation. The purchasing power of money is eroded because of the 

increase in the price of goods and service. Inflation risk is highest in fixed return 

instruments, such as bonds, deposits and debentures, where investors are paid a fixed 

periodic interest and returned the principal amount at maturity. The real value of the 

investment gets eroded over time because of inflation.  

Inflation risk has an adverse impact particularly on retired persons, whose income flows 

tend to be fixed in absolute terms. Tactical allocations that help generate higher returns will 

help manage the effect of inflation. For example, the investor may consider investing a 

portion of the debt portfolio in shorter term maturities to benefit from rising interest rates 

in response to inflation, or the investor may consider some exposure to an inflation-hedging 

asset class such as equity or commodities. 

Default Risk 

Default risk or credit risk refers to the probability that borrowers will not be able to meet 

their commitment on paying interest and/or principal as scheduled. Debt instruments are 

subject to default risk as they have pre-committed pay outs. The ability of the issuer of the 

debt instrument to service the debt may change over time and this creates default risk for 

the investor.  

The sovereign government alone can guarantee their obligations and there is no credit risk 

associated with their borrowings. All other borrowers have some degree of credit or default 

risk associated with them. This is measured using the credit rating assigned to a debt 

instrument.  A high credit rating means lower risk of default. The interest paid by bonds with 

high credit rating is low since the risk is low. The credit rating may change if there is a 

change in the ability of the borrower to meet their obligations. 

Liquidity Risk 

Liquidity risk is the risk that an investment cannot be easily sold when desired, or it has to 

be sold below its intrinsic value, or there are high costs to carrying out transactions. All of 

these affect the realisable value of the investment. 

Consider these examples to understand the liquidity risk in investments. The market for 

corporate bonds in India is not liquid, especially for retail investors. Investments in property 

and art are also subject to liquidity risk, since identifying a buyer and determining the price 
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is a lengthy process in the absence of frequent transactions. Some investments come with a 

lock-in period during which investors cannot exit the investment.  

Re-investment risk 

Re-investment risk is the risk that the periodic cash flows received from an investment may 

not be able to earn the same rate of return as the original investment. If these cash flows 

are reinvested at lower rates then the total return from the investment will come down and 

vice versa.  

Business Risk 

Business risk is the risk inherent in the operations of a company and caused by factors such 

as cost of raw materials, employee costs, introduction and position of competing products, 

marketing and distribution costs. The effect of these factors on the financial performance of 

the company may affect its ability to meet its obligations on the debt raised by it. It will also 

reflect on the share prices in the stock markets. Business risks are specific to a company or 

industry. Holding a diversified portfolio of securities so that all investments are not affected 

by a particular business risk is a way to manage this risk. 

Interest Rate Risk 

Interest rate risk refers to the risk that bond prices will fall in response to rising interest 

rates, and rise in response to declining interest rates in the market.  Bond prices and interest 

rates have an inverse relationship. In other words, an increase in interest rates in the market 

will lead to a decline in the prices of existing bonds and vice versa. The extent of interest 

rate risk in a bond will depend upon its duration. The duration of a bond is a measure of the 

sensitivity of its price to changes in interest rates. It is calculated based on the coupon, term 

to maturity and yield applicable to the bond.  Higher the duration, greater will be the 

interest rate risk in the bond and vice versa. Bond investments are subject to volatility due 

to interest rate fluctuations. This risk also extends to debt funds, which primarily hold debt 

assets. 

Market Risk 

Market risk refers to the risk of the loss of value in an investment because of adverse price 

movements in an asset in the market. The price of an asset responds to information that 

impacts the intrinsic value of an investment. Market risk affects those investments where 

transactions happen at current applicable prices, such as equity, bonds, gold, real estate, 

among others. Investments such as deposits or small savings schemes are not marketable 

securities and the investor gets a pre-defined amount on maturity. They have no market 

risk; but they also do not gain in value. 
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2.7 Matching Investor Needs to Asset Class Features 

Investors select the asset class that meets their specific requirement in terms of risk, return 

and liquidity features to meet their financial goals. Investors seeking higher return and 

willing to take the higher risk and types of risk associated with the asset class will look at 

equity or commodities; while investors seeking lower income and lower risk will consider 

debt investments. Investors in need for periodic income will consider debt-oriented 

investments while those seeking appreciation will consider growth-oriented investments 

such as equity . The investment horizon suitable to an asset class also varies. Investors who 

expect to hold the investment for very short periods consider cash and equivalents to park 

their money. These investments have little or no volatility in returns, and investors will be 

able to use the funds when required without any risk of loss to the principal invested.   

Bonds are suitable for intermediate and long holding periods. Investors need to have a long 

investment horizon for holding equity and other asset classes with volatile returns. A long 

investment horizon gives these investments time to benefit from economic cycles and see 

appreciation in their values.  

At any point in time there are multiple goals that an investor may have all of which cannot 

be met with any one type of asset class. For example, the emergency funds may be held in 

ultra-short term deposits, retirement funds may be held in a combination of debt and equity 

investments, savings for other long term goals may be held in equity investments or gold or 

real estate, goals like paying for a child’s education may be held in debt instruments. 

2.8 Impact of Macro-Economic Factors on Asset Classes 

The factors that affect the performance for each asset class are distinctive and therefore 

their performance may vary from time to time depending upon the prevalent economic 

factors. For example, commodities as an asset class perform well during inflationary times. 

Equity may be negatively impacted by inflation and tend to correct down, unless the price of 

the product or service offered by a company can be raised to reflect the higher costs of 

production, and the demand for the product is not affected by the increase in prices. Some 

of the important macro-economic factors that need to be tracked to monitor the expected 

performance of the different asset classes are explained below. 

Gross Domestic Product 

Gross Domestic Product (GDP) is the final value of all goods and services produced by a 

country in a given time period. Rate of growth in GDP is a widely used measure of economic 

growth. 

If a country produced goods and services worth Rs. 100 trillion in a year and the value rose 

to Rs. 108 trillion in the next year, we can say that the country registered an 8 percent 

economic growth. 
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Real GDP is computed using prices prevailing in a specified base year to exclude the impact 

of inflation on the price of goods and services. GDP is measured on a time scale, usually on a 

year to year basis. The GDP of an economy goes through cycles of expansion and recession 

that create business cycles.  

During a recession, growth in sales, production and employment slows down. This affects 

the performance of companies and therefore equity investments. During expansion, growth 

is significantly higher than trend rate. Overheating in the economy leads to an inflationary 

situation. Real estate prices and rentals see a boom as do commodities. Monetary actions, 

such as increasing interest rates, taken to cool the economy will have a negative impact on 

bond prices as also equity markets.  

Inflation 

Inflation is the rate at which the general level of prices for goods and services increases from 

one period to another. Inflation reduces purchasing power by reducing the quantity of 

goods that can be acquired for the same income. Inflation is measured using inflation price 

indices such as the Wholesale Price Index (WPI) and Consumer Price Index (CPI). Prices of 

goods and services are determined by demand and supply. Inflation can be caused if supply 

cannot keep up with demand.  Supply-side factors such as rise in prices of raw materials or 

labour also leads to increase in the prices of goods and therefore inflation.  

High inflation reduces the real return on financial assets and forces investors to turn to 

hedges such as gold, commodities or real estate.  

Actions taken to contain inflation such as interest rate hike or tax hike affects asset values. It 

has a negative impact on both production and consumption and therefore economic 

growth, making equity and debt unattractive. An easy or expansionary monetary policy 

keeps interest costs low and encourages economic activity. Consequently, equity 

investments see an appreciation as stock market prices start rising in anticipation of better 

corporate performance.  Bond values appreciate in an environment of low interest costs. 

Real estate sector sees improvement in demand as lower interest rates encourages more 

real estate investments.   

Inflation and deflation impact asset valuation and investment decisions in opposite 

directions. 

Government Finances 

Government spending has a positive impact on growth provided government deficits are 

within reasonable limits. An increase in expenditure without a matching rise in revenue 

collection can lead to large deficits, which are met through market borrowings. 

Governments may resort to spending or expansionary methods to boost economic growth, 

as it directly increases demands. A reduction in personal or corporate income tax affects 
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aggregate demand by increasing the amount of income available for consumption or 

investment. An increase in consumption and demand indicates better revenues for 

businesses and equity markets respond positively to it. The gap between revenues and 

expenses, i.e. the (deficit,) is funded by the government through market borrowings. A high 

fiscal deficit has the effect of crowding out other borrowers, such as companies, from the 

market. Large government borrowings push up market yields. This affects the profitability of 

borrowers. The high interest cost burden will take a large chunk of revenues and leave very 

little for future capital formation. Equity markets will fall in response to expected fall in 

companies’ profitability and ability to expand operations. The higher yields in the market 

will pull down bond values. Interest-rate sensitive sectors will see a slow-down in activity. 

Current Account Deficit 

The current account balance is the difference between total exports and total imports of 

goods and services. The difference between exports and imports of goods is known as trade 

balance.  Emerging economies often run substantial current account deficits (CAD) because 

of their need to import commodities and other inputs for economic activity. A CAD means 

that the country is importing more from the rest of the world than it exports to it, so it is a 

net debtor of foreign currency. The CAD can be managed in two ways. One, foreign inflows 

on the capital account (such as foreign direct or portfolio investment) can offset the gap in 

net exports. Two, if capital inflows are insufficient the country’s forex reserves have to be 

run down by the central bank. India is a net importer of commodities so the CAD depends 

critically on the exchange rate of the rupee and world oil prices.  

2.9 Asset Allocation 

Asset Allocation is the investment strategy of creating a portfolio that targets the returns 

and liquidity needs of the investor while rationalizing the risk through diversification. The 

returns and risk of each asset class is distinct. The performance of the investments across 

varying economic conditions is also likely to be different since the factors that affect the 

performance are also distinct. Allocating investments across cash, debt, equity, gold, real 

estate and other suitable asset classes ensures that the portfolio is protected against the 

decline in one or few asset classes. If a portfolio is diversified, then irrespective of which 

asset class is out-performing the investor will benefit depending upon their portfolio’s 

exposure to it. The better performing asset classes in the portfolio will help protect the 

returns of the portfolio from the poor returns in other assets. Determining the proper mix 

among asset classes is important and it must reflect the investor’s need for returns and 

liquidity in conjunction with their ability to take risk.  

a. There are different methods adopted to construct a portfolio that is diversified 

across asset classes to manage risks. Strategic Asset Allocation (SAA) is a long-term 

strategy tailored to the specific goals and risk preferences of the investor. It 

considers the goals of the investor, the investment horizon suitable for the goals, 
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ability of the investor to take risks and related factors while allocating the investible 

resources to different asset classes. A longer investment horizon may mean a higher 

ability to take on volatility in returns. The investor has the holding period required to 

ride out multiple economic cycles and the equity allocations in the portfolio will 

benefit from the higher levels reached. If the investor’s goals are close to the 

distribution stage, then a more conservative allocation with focus on income-

oriented debt investments will be preferred.2 The asset allocation made under the 

SAA model is not aligned or rebalanced based on the expected performance of the 

various asset classes. The rebalancing in SAA is triggered by two factors: If the 

performance of different asset classes in the portfolio has led to a change in the 

preferred allocation, then a rebalancing exercise is undertaken to restore the original 

allocation. For example, if the retirement portfolio of the investor had an allocation 

of 60 percent to equity and 40 percent to debt and an upturn in equity markets has 

pushed up the prices and therefore the proportion of equity in the portfolio has 

gone up to 70 percent, then a rebalancing is undertaken to bring down the equity 

holding to 60 percent and the debt up to 40 percent. A change in the goals, needs 

and risk preference of the investor may trigger a new allocation. For example, if the 

retirement portfolio mentioned above (point a) moves from accumulation stage to 

the transition stage, then the portfolio allocation will be redesigned to move from 

growth orientation to income orientation.3 

The drawback of the SAA is that it is likely to under-perform when a particular asset class is 

booming. This is because the portfolio is not realigned to reflect asset class performance. In 

the earlier example, even if equity markets are doing well, the portfolio is rebalanced to 

reduce the holding in equity to bring the allocation back to the original proportions. 

b. Tactical Asset Allocation (TAA) is another strategy used to allocate resources to 

different asset classes. TAA makes and rebalances allocations based on expected 

market performances. It is a dynamic strategy and short-term in nature. The focus is 

on the performance of asset classes rather than the investor’s objectives and goals. 

Typically, a portfolio is constructed using Strategic Asset Allocation strategy while the 

Tactical Asset Allocation Strategy is used in the short-term to add some value. 

2.10 Financial System and Investment Products 

Financial securities are investment instruments issued under the regulatory norms of the 

financial systems. The financial system includes the regulators such as the Ministry of 

Finance, Reserve Bank of India (RBI), Securities and Exchange Board of India (SEBI), Pension 

Fund Regulatory and Development Authority of India (PFRDA),Insurance Regulatory and 
                                                           
2
The distribution stage of retirement is when the corpus created in the accumulation stage is employed to 

generate the income required to meet expenses in retirement. 
3
The accumulation stage is the stage at which the saving and investment for the retirement corpus is made. 
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Development Authority of India (IRDAI) and others, the securities markets and its 

participants, the banking system, issuers and investors. Issuers, permitted by regulations to 

do so, issue securities to raise funds needed to carry on their economic activities. These 

securities are subscribed to by investors eligible to do so. The securities issued need to be in 

compliance with the regulations specified by the concerned regulators. 

The securities issued may be broadly classified under: 

 Equity Instruments 

 Debt Instruments 

The securities are first issued in the primary markets where investors subscribe directly from 

the issuer. Subsequently, the securities are listed in the stock markets where they are 

traded between investors using the trading and settlement mechanism offered by the stock 

exchange.  

Apart from securities issued in the financial markets, issuers may use deposits to raise funds 

from the public. Deposits are debt-oriented in nature and creates a debtor-creditor 

obligation between the acceptor of deposit and depositor. 

Issuers who raise funds in the market include: 

 Central and State Governments 

 Public sector entities 

 Private sector companies 

 Banks and Financial institutions 

Investors who provide funds for economic activities include: 

 Resident individuals  

 Hindu undivided family (HUF)  

 Minors through guardians  

 Registered societies and clubs  

 Non-resident Indians (NRI)  

 Persons of Indian Origin (PIO)  

 Banks  

 Financial institutions  

 Association of persons  

 Companies  

 Partnership firms  

 Trusts  

 Foreign Portfolio Investors (FPIs)  

 Limited Liability Partnerships (LLP)  
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2.10.1 Equity Instruments 

Investing in equity shares of a company implies ownership. Investors invest in equity to 

participate in the growth of the company. The return to an investor in equity is in two forms 

– dividend that may be periodically paid out, and changes in the value of the investment in 

the secondary market over the period of time. These streams of returns are neither known 

at the time of making returns nor guaranteed. The return to the equity investor depends on 

the residual profits remaining after every other claim has been paid.  A company may use 

such surplus to pay dividends or may deploy them in the growth of the business by acquiring 

more assets and expanding its scale.   

An investor therefore buys equity shares with an eye on the future benefits in terms of 

dividends and appreciation in value. The return to an investor depends on the price he pays 

to participate in these benefits and the future benefits accruing as expected. The risk to an 

equity investor is that the future benefits are not assured or guaranteed, but have to be 

estimated and revised based on dynamic changes to the business environment and 

profitability of the business. 

Equity returns are essentially volatile as market participants re-align their positions based on 

their expectations for the stock’s future performance in the light of new information. A 

stock with stable and consistent growth and profits appreciates in price; a stock whose 

performance is deteriorating, depreciates in price. The stock prices thus mirrors the 

performance of companies, and are a good barometer of how well a company, a sector, or 

the economy as a whole is functioning. Stock markets are subject to bull and bear cycles. A 

bull market is when investors are willing to pay higher and higher prices to participate in 

businesses that are expanding and growing at an above average rate. The returns to equity 

investors increases as stock prices appreciate to reflect this optimism. As prices go beyond 

what can be justified by the intrinsic value of the business and when businesses find it 

difficult to grow beyond a point, the stocks witness a correction in prices leading to a bear 

market. A downturn in economic cycles can lead to stress for several businesses, when they 

face lower demand for their products and services, higher input and labour costs, lower 

ability to raise capital and in many cases risks of survival.  Bear markets in equity reflect this 

pessimism and witness fall in stocks prices. 

Successful investing in equity markets requires adequate qualitative and quantitative 

research in identifying and valuing stocks for investment. The investment portfolio has to be 

diversified to manage risks, and it needs to be periodically reviewed and rebalanced to 

reflect the performance of sectors and companies. Equity investing requires an adequate 

investment horizon for the investment rationale to play out and to manage short-term 

volatility in prices.  
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The various options available to investors for participation in equity markets are: 

Direct Investment 

The research and evaluation is done by the investor who decides on what to invest in and 

the timing for entry and exit. The trades are executed through brokers who are members of 

stock exchanges. The stocks are bought in the name of the investor and held in their demat 

account. The costs of transaction and taxes are borne directly by the investor. Creating an 

effectively diversified portfolio that will meet the return and risk requirements of the 

investor will take time, given the limited resources that retail investors will have. Managing 

a portfolio may require time, knowledge and skills beyond the capability of most investors. 

Portfolio Management Services (PMS) 

Investors can choose to invest through a Portfolio Management Service (PMS) offered by 

banks, broking houses, mutual funds and others. The service can either be a discretionary 

PMS, where the portfolio manager manages the portfolio in alignment with the investor’s 

requirement or a non-discretionary PMS where the portfolio manager will provide advice 

and information to the investor who will themselves take the decisions on investment 

choices and timing of the investment. The portfolio manager will execute the decisions 

taken by the investor. Transactions in the investor account lead to transaction costs and 

taxes.  

Equity Mutual Funds 

Equity funds invest in equity instruments to meet the objective of growth. The construction 

of the portfolio is as per the regulations that ensure a minimum level of diversification and 

risk mitigation. It is managed by professional fund managers who make and monitor the 

investment decisions. There are wide variety of schemes focusing on different market 

segments such as large, mid or small cap, sectors, strategies and investment styles for 

investors to choose from. Costs are borne by the scheme and are limited by regulation. 

Investors indirectly bear the costs. Tax implications arising from portfolio decisions are 

attributed to the scheme and may have beneficial treatment. Taxes arising from the 

investor’s transaction decisions are borne by them. Investors do not directly hold the 

securities, though they are the beneficiaries of these investments.  

 

2.10.2 Fixed Income Investments  

Fixed income instruments or debt investments have a fixed tenor and typically offer a fixed 

coupon or interest for this period. The primary return for the investor is from this coupon 

income. Fixed income investments structured as securities may also provide additional 

return in the form of appreciation in the value of the securities on the stock exchange where 

they are listed. While appreciation in the value will add to the coupon income and push up 
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the total returns, depreciation in value will reduce the total returns. Other fixed income 

investments such as deposits and certificates are not structured for a change in the principal 

value. The primary risk in fixed income investments is the credit risk or risk of default by the 

issuer in paying coupon and/or repaying the principal. Market risk or risk of losing value for 

debt securities and inflation risks on account of low returns are other risks that investors in 

fixed income instruments face.  

Fixed Income Investments can be in debt securities, fixed deposits and savings schemes. 

Government Securities  

Government securities (G-secs) are issued by the RBI on behalf of the government. G-secs 

represent the borrowing of the government, mostly to meet the deficit. With a view to 

encouraging retail participation, the government has reserved 5 percent of the auction 

amount in every auction for non-competitive buyers, including retail investors. In order to 

buy G-secs, retail investors have to open a Constituent Securities General Ledger (CSGL) 

account with their bank or any other holder Securities General Ledger (SGL) accounts. 

Investors can also transfer the G-secs to their normal demat account, after buying them. 

The minimum investment amount is Rs. 10,000. There is no cumulative option in a G-sec. 

Interest is paid out on pre-specified dates into the designated bank account of the investor. 

Interest is not subject to TDS but is fully taxable. Redemption proceeds are also paid into the 

bank account. G-secs are benchmark securities in the bond market, and tend to offer a 

lower interest rate compared to other borrowers for the same tenor. This is because there is 

no credit risk or risk of default in a G-sec. The low liquidity in the secondary retail markets 

may mean that investors may not be able to sell and realize the gains in price, if any. 

Inflation-Indexed Bonds 

Inflation Indexed Bonds (IIB) are a category of government securities issued by the RBI 

which provides inflation protected returns to the investors. These bonds have a fixed real 

coupon rate which is applied to the inflation adjusted principal on each interest payment 

date. On maturity, the higher of the face value and inflation adjusted principal is paid out to 

the investor. Thus, the coupon income as well as the principal is adjusted for inflation. The 

inflation adjustment to the principal is done by multiplying it with the index ratio. Another 

category of inflation-indexed instruments issued by the RBI for retail investors is the 

Inflation-Indexed National Saving Securities-Cumulative 2013. These bonds of 10-year tenor 

were available to retail resident individuals, minors, HUFs, and charities among others. The 

bond carries a fixed interest of 1.5 percent and an inflation rate calculated on the basis of 

the Consumer Price Index (CPI). The interest is compounded every six months and 

cumulated and paid with the principal on maturity. The fixed rate of interest will be the floor 

and will be paid even if there is deflation. The interest is taxable according to the tax status 

of the investor. 



47 
 

Corporate Bonds  

Corporate bonds are debt instruments issued by private and public sector companies. They 

are issued for tenors ranging from two years to 15 years. The more popular tenors are 5-

yearand 7-year bonds. Bonds of all non-government issuers that are issued to the public 

come under the regulatory purview of SEBI. They have to be compulsorily credit-rated and 

issued in the demat form. The coupon interest depends on the tenor and credit rating of the 

bond. Bonds with the highest credit rating of AAA, for example, are considered to have the 

highest level of safety with respect to repayment of principal and periodic interest. Such 

bonds tend to pay a lower rate of interest than those that have a lower credit rating. All 

public issues of bonds have to be mandatorily listed on a stock exchange. A plain vanilla 

bond will have a fixed term to maturity with coupon being paid at pre-defined periods and 

the principal amount being repaid on maturity. The bond is usually issued at its face value, 

say, Rs. 100 and redeemed at par, the same Rs. 100. The simple variations to this structure 

could be a bond issued at a premium or discount to face value or redeemed at a premium or 

discount to face value. In some cases, the frequency of the interest payment could vary, 

from monthly, to quarterly and annual. Or, the bonds could feature a cumulative option 

where the interest is not paid out to the investor periodically but instead re-invested and 

paid out along with the principal at maturity. Apart from a regular fixed-interest-paying 

bond, the other types of bonds issued are: zero coupon bonds that do not pay a periodic 

coupon but the applicable interest is built into the difference between the issue price and 

redemption price, floating rate bonds which pay a coupon that is reset at pre-fixed intervals 

with reference to a benchmark rate and bonds with put or call options that give the issuer 

and investor respectively the right to redeem the bond before maturity. Convertible bonds, 

allow investors to convert the bond fully or partly into equity shares, in a pre-determined 

proportion. Interest earned is fully taxable. 

Infrastructure Bonds  

The government announces from time to time, a list of infrastructure bonds, investment in 

which is eligible for deduction under Section 80C of the Income tax Act.   

Bonds issued by financial institutions, infrastructure companies and other qualified entities 

are eligible for such deduction. The bonds are structured and issued by these institutions as 

interest paying bonds, zero coupon bonds or any other structure they prefer. These bonds 

have a minimum lock-in period (which could be three years, or five years) during which they 

cannot be transferred or pledged. Infrastructure bonds are compulsorily credit rated, and 

can be issued in the demat form. Interest from these bonds is taxable. Infrastructure bonds 

do not carry any government guarantee.   
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2.10.3 Bank Fixed Deposits  

A bank fixed deposit (FD) is also called as a term or time deposit, as it is a deposit account 

with a bank for a fixed period of time. It entitles the investor to pre-determined interest 

payments and return of the deposited sum on maturity. Fixed deposits are preferred by 

investors who like the safety that a bank provides and do not have an immediate need for 

the funds.  

Bank FDs are considered to be a safe investment option. This is because each depositor is 

insured upto Rs. 1 lakh by the Deposit Insurance and Credit Guarantee Corporation (DICGC). 

It includes all deposits and interest on them, held across branches of a given bank in the 

same capacity.  

A fixed deposit is created by opening an FD account with the bank which in turn issues an FD 

receipt. Interest on an FD can be paid into the depositor’s savings bank account at a 

predefined frequency, or accumulated and paid at the end of the term. On maturity, the 

lump sum deposit amount is returned to the investor.   

Interest rates depend on the duration of deposit, amount deposited and policies of the 

bank. In general, longer term deposits pay a higher rate than shorter term deposits. Banks 

also offer special rates to senior citizens, defined as those who are over 60 years of age. 

Interest rates also vary from bank to bank. Interest rates do not remain unchanged. 

However, a rate committed to be payable for a tenor, until maturity, does not change even 

if market interest rates change. New rates usually apply only for fresh deposits.  

2.10.4 Small Saving Instruments 

Small saving schemes have been introduced by the Government of India to encourage 

investors to save regularly. The main attraction of these schemes is the implicit guarantee of 

the government, which is the borrower. These schemes are offered through the post office 

and select banks.   

The saving schemes currently offered by the government are: 

 Public Provident Fund (PPF)  

 Senior Citizens’ Saving Scheme (SCSS)  

 National Savings Certificate (NSC)  

 Post Office Schemes and Deposits  

 Kisan Vikas Patra (KVP) 

 Sukanya Samriddhi Account 

 Gold Monetisation Scheme, 2015 

 Sovereign Gold Bond Scheme 
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Public Provident Fund  

PPF is a 15-year deposit account that can be opened with a designated bank or a post office. 

A person can hold only one PPF account in their name except an account in the name of a 

minor child to whom he or she is a guardian. HUFs and NRIs are not allowed to open PPF 

accounts. Minimum amount that needs to be deposited in this account in a financial year is 

Rs. 500. The maximum limit is Rs.1,50,000 deposited either in one lump sum or in 

instalments not exceeding 12 in a financial year. Interest is accumulated and not paid out.  

The PPF allows limited withdrawals and loan facility. The PPF account can be closed and 

funds withdrawn for specific needs such as medical expenses and education, provided the 

account has completed a minimum of five financial years. Contribution to PPF is eligible for 

deduction under Sec 80C of Income tax Act 1961. Interest is completely tax free and the 

applicable rate of interest for each year is notified by the government.  

National Savings Certificate (NSC)  

National Savings Certificates are issued by the government and available for purchase at the 

post office. NSCs are issued with tenors of 5 years (NSC VIII issue amended as of December 

1, 2011).Interest is compounded on an annual basis and accumulated and paid on maturity.  

The certificates can be bought by individuals on their own account or on behalf of minors. 

NRI, HUF, Companies, trusts, societies, or other institutions are not allowed to purchase the 

NSCs. Certificates are available in denominations of Rs. 100, 500, 1000, 5000, and 10000. 

The minimum investment is Rs. 100 without any maximum limit. The certificates can be 

bought by cash or through cheques or demand drafts. 

Investments made in the NSC enjoy tax benefits under section 80C of Income Tax Act, 1961. 

Accrued interest is taxable, but it is deemed to be reinvested and therefore the interest 

becomes eligible for Section 80C benefits. Premature encashment is allowed only in case of 

death of the holder, forfeiture by a pledgee, or under orders of court of law. There will be a 

penalty in the form of reduced interest.  

Nomination is allowed in the certificates, which can be done at the time of the purchase. 

The certificates are also accepted as collateral for taking a loan. The government has 

recently enabled holding NSCs in demat form. 

Senior Citizens’ Saving Scheme (SCSS)  

The Senior Citizens’ Saving Scheme is a  savings product available to only senior citizens of 

age 60 years or above (first holder) on the date of opening the account. Proof of age and a 

photograph of account holder are required. The age limit is reduced to 55 years in case of an 

individual retiring on superannuation or otherwise, or under voluntary retirement scheme 

(VRS) or special VRS. The account can be opened at any post office undertaking savings bank 

work and a branch of a bank authorized to do so. The scheme can be held in individual 
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capacity or jointly with the spouse.  NRIs, PIOs and HUF are not eligible to invest in this 

scheme.  

The term for the scheme is 5 years. A one-time extension of three years is allowed, if 

applied within one year of its maturity. Maximum limit of investment is Rs. 15 lakhs across 

multiple accounts. The interest rate is payable quarterly. The benefit of section 80C is 

available on investment but interest is fully taxable. Premature closure is allowed after 

expiry of one year subject to penal interest.  

Post Office Schemes and Deposits  

a. Post Office Monthly Income Scheme (POMIS)  

The Post Office Monthly Income Scheme provides a regular monthly income to the 

depositors. This scheme has a term of 5 years. Minimum amount of investment in the 

scheme is Rs. 1500, and the maximum amount is Rs. 4.5 lakhs for a singly held account and 

Rs. 9 lakhs if the account is held jointly. A depositor can have multiple accounts, but the 

aggregate amount held in the scheme across all post offices cannot exceed the maximum 

permissible limits. The interest rate is payable monthly with no bonus on maturity. 

Nomination facility is available and can be made at the time of opening the account or 

subsequently at any time before maturity. Premature withdrawal of the invested amount is 

allowed after 1 year of opening the account but with penal interest.  

b. Post Office Time Deposits (POTD)  

Post Office Time Deposits are similar to fixed deposits of commercial banks. The post office 

deposits with terms of one year, two years, three years and five years. The account can be 

held singly in individual capacity or jointly by a maximum of two holders. The minimum 

deposit amount is Rs. 200. There is no maximum limit. The interest rates on these accounts 

are reset quarterly. The five year term deposit is eligible for tax benefits under Section 80C 

of the Income Tax Act, 1961. 

c. Post Office Recurring Deposit 

Post Office Recurring Deposit (RD) accounts can be opened by resident individuals, and a 

maximum of two people can hold an account jointly or on either or survivor basis. An 

individual can hold any number of RD accounts, singly or jointly. Deposits can be made at a 

minimum amount of Rs. 10 per month and in multiples of Rs. 5 thereafter for every calendar 

month. There is no maximum limit. Interest is payable on a quarterly compounded basis. 

The maturity amount with interest is paid at the end of the term. Interest is taxable. 

Deposits have to be made regularly on a monthly basis, and penalties apply for non-

payment of instalment.  
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Kisan Vikas Patra (KVP) 

The KVP can be purchased by an adult for self or by an adult for a minor investor. NRIs HUFs 

and other entities are not eligible to invest in the KVP.  It can be purchased from any 

departmental post office or bank through cash, local cheque or DD.KVP is available in 

denomination of Rs.1000, Rs.5000, Rs.10,000 and Rs.50,000. The minimum investment is 

Rs.1000 and there is no maximum investment. The amount invested doubles in 113 

months.4 KVP can be prematurely encashed 2 ½ years from the date of issue.  

Sukanya Samriddhi Account  

The Sukanya Samriddhi Account is a scheme launched for the benefit of girl children. The 

account will be opened in the name of the girl child by a natural or legal guardian. The 

account is opened with an authorized list of banks including SBI, Axis bank, ICICI bank, 

Canara bank, and others. Only one account can be opened in the name of a child and a 

guardian can open a maximum of two accounts in the name of two different girl children. 

The age of the child cannot be more than 10 years at the time of opening the account. The 

minimum investment in the account is Rs. 1000 in a financial year and a maximum of Rs. 

1,50,000. Investments can be made in a lump sum or in tranches. There is no limit on the 

number of deposits that can be made in a financial year in multiples of Rs.100. The account 

will mature on the completion of 21 years from the date of opening the account. Partial 

withdrawal, maximum up to 50 percent of balance standing at the end of the preceding 

financial year can be taken after account holder’s attaining age of 18 years. The account will 

stand closed if the girl child gets married before the completion of the 21 year tenure.  Any 

amount deposited in the account is eligible for deduction under section 80C of the Income 

Tax Act.  

Sovereign Gold Bond Scheme, 2015 

The Sovereign Gold Bond Scheme (SGB) was launched in 2015 to provide an alternative way 

for investors to take exposure to gold as an investment. SGBs are government securities 

denominated in grams of gold. The bonds are issued in denomination of one gram of gold 

and in multiples thereof. The tenor of the bond is 8 years. On maturity the value of the bond 

may be higher or lower depending upon the prevailing price of gold. The tranche of the 

bond issued in July, 2017 bears an interest of 2.50 percent per annum on the initial 

investment. The interest will be paid semi-annually to the account of the bond holder. The 

bonds can be held in physical form or in dematerialized form. The minimum investment is 

1gms and the maximum is 4 kg for individual investor for each fiscal year. The interest on 

Gold Bonds shall be taxable as per the provision of Income Tax Act, 1961 and the capital 

gains tax shall also remain same as in the case of physical gold. Joint holding, nomination, 

limited early withdrawals and the facility of marking lien is available on these bonds.  

                                                           
4
 This is applicable for the period April 2017-March 2018 at the rate of interest of 7.6 percent. 
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Gold Monetisation Scheme, 2015 

The Gold Monetisation Scheme (GMS) is a scheme that allows eligible resident investors 

including individuals, HUFs, Trusts and companies to monetise the gold held by them into 

interest earning deposits with all Scheduled Commercial Banks, excluding RRBs. The gold 

can be in the form of coins, bars and jewellery.  The minimum gold that can be deposited 

under the scheme is 30gms and there is no maximum limit. The gold can be converted into 

short term bank deposits (1-3 years) which will earn interest at the rate fixed by the 

respective bank. The interest will be credited periodically to the account and can be either 

withdrawn or allowed to accumulate till maturity. On completion of the term of deposit, the 

prevailing value of the deposited gold and accumulated interest, if any, will be repaid either 

in rupees or gold as chosen by the depositor at the time of making the deposit. Medium 

Term Bank Deposit (5-7 years) and Long Term Bank Deposit (12-15 years) will be accepted 

by the designated bank on behalf of the Central Government, unlike the short term deposit 

which is the liability of the bank accepting it. Pre-mature redemption, either partially or 

fully, may be allowed by the designated bank on short term deposits subject to any lock-in 

period and penalties imposed by the bank. Medium and long term deposits may be 

withdrawn after 3 years and five years respectively, subject to a penalty. The redemption of 

the principal deposited in case of medium and long term deposit will be in Indian rupee 

equivalent of the value of the gold deposited at the time of redemption or gold. However, 

the interest accrued on medium and long term deposits shall be calculated with reference 

to the value of gold in terms of Indian rupees at the time of deposit and will be made only in 

Indian rupees. 

2.10.5 National Pension System (NPS)  

The NPS is a defined contribution scheme introduced in January 2004 for Central 

Government employees joining services on or after January 1, 2004. Most of the State 

Governments have also notified NPS for their employees joining services on or after the 

date as notified. It was subsequently made available to all citizens w.e.f May 1, 2009 on a 

voluntary basis. The NPS account can be opened by any Indian citizen not less than 18 years 

of age and not more than 60 years of age. Special provisions for opening of NPS accounts for 

Government employees who have attained the age of 60 years is also available. The 

contributions made by an individual to the fund are managed to create a retirement corpus.  

Subscribers can open their NPS accounts through any of the registered Points of Presence 

(PoPs) or through e-NPS portal. PoPs have authorized branches known as Points of Presence 

Service Provider (PoP-SPs) to act as collection points and extend services to customers. The 

contribution of the subscribers is pooled and held in the NPS Trust for the beneficial interest 

of the subscribers.   

The Central Record-keeping Agency (CRA) is the back-office for maintaining subscriber 

records, administration and customer service functions. NSDL e-Governance Infrastructure 
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Ltd is currently the CRA for the NPS.  The CRA-Facilitation Centres provide various services 

to PoPs. The Pension Fund Managers are professional fund managers appointed to invest 

the corpus in a portfolio of securities and manage them. Currently the fund managers are –

ICICI Prudential Pension Funds Management Company Ltd., LIC Pension Fund Ltd, Kotak 

Mahindra Pension Fund Ltd., Reliance Capital Pension Fund Ltd., SBI Pension Fund Pvt. Ltd., 

UTI Retirement Solutions Ltd, and HDFC Pension Management Co Ltd and Birla Sunlife 

Pension Management Ltd. 

 The trustee bank handles the funds side of the transactions across subscribers, fund 

managers and the annuity service providers.  Axis Bank Ltd is currently acting as the trustee 

bank. Annuity Service Providers (ASP) provide the annuity to the subscribers through their 

various schemes. The custodian holds the securities bought for the NPS trust and facilitates 

securities transactions.   The Stock Holding Corporation of India Ltd is registered as the 

custodian of the securities.  

PFRDA (Pension Funds Regulation and Development Authority) is the statutory regulatory 

body entrusted with the responsibility of promoting, developing and regulating the pension 

sector for old age income security.  

Investment in the NPS  

The minimum amount per contribution is Rs.500 and the minimum contribution in a 

financial year is Rs.1000. There is no maximum limit. The funds contributed are managed 

according to the investment mix selected by the subscriber between equity, debt securities, 

low risk government securities and Alternative Investment products. The portfolio thus 

selected will be created and managed by the fund manager selected at the time of 

registering from among the approved fund managers.  

There are two types of accounts that the NPS offers - Tier I account which is a pension 

account with limited withdrawal facility and a Tier II account, which is a savings account 

where the contribution can be withdrawn at anytime. To have a Tier II account the 

individual must have a Tier I account.  

Atal Pension Yojana (APY) 

The APY is a scheme of the Government of India to provide the security of a pension for 

persons in the unorganized sector. Citizens of India between the age of 18 years and 40 

years can join the scheme. The APY account is a bank account linked scheme where the 

fixed contribution, which is based on the amount of pension chosen and the age of joining 

of the subscriber, is auto-debited. They must have a bank account through which the 

contributions will be routed. The subscriber has to decide the monthly pension they need 

(between Rs.1000-Rs.5000). The contribution they have to make will depend upon the 

pension required and the age of joining. The earlier the age of joining the lower will be the 

contribution required. For example, to receive a pension of Rs.5000, a person who joins at 
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age 18 will make a monthly contribution of Rs.210 while a person who joins at age 35 will 

contribute Rs.902.  

Pradhan Mantri Vaya Vandana Yojana 

The Pradhan Mantri Vaya Vandana Yojana (PMVVY) is a scheme launched by the 

Government of India to provide pension for citizens who have completed 60 years of age. 

The scheme is operated by LIC of India. It is currently available for a period of one year from 

the date of launch, 4th May, 2017.  PMVVY is a 10- year scheme during which the individual 

will receive pension. The purchase price of the policy will be returned either on completion 

of the policy term if the individual survives the term or on the death of the individual during 

the policy term. The minimum pension is Rs.1000/month and the maximum pension is 

Rs.5000/month. The purchase price of the policy will depend upon the pension amount 

chosen, age of the person and mode of payment chosen. The person has the flexibility to 

choose between monthly, quarterly, half-yearly and annual modes of pension payment. The 

ceiling of maximum pension applies to a family as a whole that includes the individual, 

spouse and dependents. The person can exit the scheme under exceptional circumstances, 

such as medical conditions. 

 

2.10.6 Annuity   

An annuity is special type of insurance contract under which a corpus sum is created either 

as a lump sum or in instalments over a period of time, in return for which the insurance 

company undertakes to make a periodic payment to the purchaser of the annuity. The 

options available are monthly, quarterly, half-yearly or annual mode. An annuity is useful in 

income and retirement planning as it can generate a regular income over a long period of 

time, on investment of a corpus amount. The annuity paid will depend upon the annuity 

rate applicable at the time of purchase of annuity. The annuity rate is guaranteed for the 

entire period. The annuity rates are reviewed periodically with the approval of IRDAI. 

An annuity may be an immediate annuity where the annuity payments begin immediately 

on purchasing the annuity. In a deferred annuity the vesting age is some time away. In the 

deferment period the corpus is built. The corpus is used to buy the annuity on the vesting 

age at the rates applicable at the time of buying the annuity.  

A fixed annuity pays a fixed sum periodically to the annuitant. A variable annuity pays an 

amount depending upon the performance of the investments chosen. 

Annuity providers offer various options for the pay-out such as payable for remainder of life, 

payable for a guaranteed period and so on. The annuity rate will depend upon the option 

chosen.   
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2.10.7 Investment linked Insurance Products 

Investment-based Life Insurance Products 

Life insurance products may combine insurance and investment both on the traditional 

platform and the unit-linked products. These are not pure insurance products since they 

provide a maturity benefit to the policy holders.  

Endowment Policies 

Endowment is a level premium plan with a savings feature. At maturity a lump sum is paid 

out, equal to the sum assured plus any accrued bonus. If death occurs during the term of 

the policy then the sum assured and any bonus accrued are paid out. They may be 

participating (with profits) or non-participating (no profits) policies. The benefits are 

enhanced by guaranteed and reversionary bonus that is declared on policies. Money Back 

Insurance Policies are a type of endowment policies that covers life and also assures the 

return of a certain percent of the sum assured as cash payment at regular intervals. Since 

this is generally a participating plan the sum assured is paid along with the accrued bonuses. 

The rate of return on the policies is quite low.   

Whole Life insurance policies 

Whole Life insurance provides life insurance cover for the entire life of the insured person or 

up to a specified age. Premium paid is fixed through the entire period.  The primary 

advantages of whole life policies are guaranteed death benefits; guaranteed cash values, 

fixed and known annual premiums. Whole Life insurance is mainly devised to create an 

estate for the heirs of the policy holders. 

Variable Insurance Products (VIP) 

Variable Insurance Products are products that combine insurance and investment. The 

premium paid will have a component for risk cover and another portion which is the 

investment component (after accounting for expenses) which is credited to a policy account. 

Each policy will have a policy account and it will hold the accruals due to the policy. All VIPs 

will define a minimum floor rate of return for the policy. Additional return, over and above 

the floor rate may be linked to the performance of an index or benchmark or in the form of 

bonus in case of participating policies or additional interest in case of non-participating 

policies. The minimum policy term is five years and policies have a lock-in period of three 

years.  

Unit Linked Insurance Plans (ULIP)  

ULIP invest the investment portion of the premium money in various proportions in the 

equity and debt markets through funds chosen by the investor.  The returns on ULIPs are 

linked to the performances of the markets. Each fund has its own risk and return profile 

based on the asset class that the fund has invested in. Investors are also given the option to 

switch between funds.  
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ULIPs may offer a single premium option where a lump sum premium is paid once. They 

may also feature limited premium payment period where the premium is paid only for a 

portion of the term of the policy. The sum assured will be a multiple of the annual premium. 

In a unit-linked plan investors also have the option to make additional premium payments in 

the form of ‘top-ups’ which again gets invested in the funds after the mandatory assignment 

to risk cover. 

At the time of maturity of the plan, the policy holder will receive the value of the fund as on 

that date. In the event the policy holder dies during the term of the policy, the beneficiary 

will receive either the sum assured, the higher of the fund value and the sum assured or the 

sum assured and the value of the fund, depending on the terms of the policy.  

2.10.8 Mutual Funds 

Mutual funds are investment products available to investors through which they can invest 

in an asset class of their choice such as equity, debt, gold or real estate. Each product 

offered by a mutual fund is called a scheme or fund.  A mutual fund may offer multiple 

schemes or funds, each catering to a different investment need of the investor.  

 Investors in mutual funds get the services of a professional fund manager to manage 

their investment activities such as evaluating and selecting securities, creating and 

managing the portfolio, and reviewing and rebalancing the portfolio based on the 

performance of the portfolio.  

 Some securities may not be available for investment by retail investors. There are 

bonds and equity shares that are placed to institutional investors only. Mutual funds 

provide access to investors to such securities through their portfolio.  

 Mutual funds offer tax advantage to investors on returns earned by the portfolio. 

The income and capital gains earned by a mutual fund scheme from the portfolio of 

securities is exempt from tax. 

 Mutual funds allow investors to participate in a diversified portfolio even with a 

small investment.  

 It gives investors the flexibility to structure the investment (Lump sum or periodic) 

and returns (dividends or appreciation) to suit each investors’ need from the 

investment.  

 Mutual fund investment simplifies the process and costs of investing and holding 

securities.  

There are multiple entities involved in the activities of a mutual fund business. All these 

entities are regulated by SEBI for their eligibility in terms of experience and financial 

soundness, range of responsibilities and accountability. A mutual fund is set up by a 

sponsor, who is its promoter. Trustees are appointed to take care of the interests of the 

investors in the various schemes launched by the mutual fund. An asset management 

company (AMC) is appointed to manage the activities related to launching a scheme, 
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marketing it, collecting funds, investing the funds according to the scheme’s investment 

objectives and enabling investor transactions. In this, they are assisted by other entities 

such as banks, registrars to an issue and transfer agents, investor service centres (ISC), 

brokers or members of stock exchanges, custodians, among others. 

Mutual fund units are first offered to investors during the New Fund Offer (NFO).  A closed-

end fund does not allow further subscription directly from the mutual fund after the NFO. 

Investors can buy additional units from other investors on the stock exchange where the 

scheme is listed. Open ended scheme allow investors to subscribe to additional units post 

NFO directly from the mutual fund at current prices. Interval funds offer additional units to 

the investors at pre-fixed intervals. Investment in mutual funds can be done in a lump sum 

or in periodic instalments called systematic investment plans (SIP). Redemption of funds 

from closed-ended funds can be done only on completion of the tenor of the fund. Open-

ended funds allow investors to withdraw at any time at current NAV. Withdrawals can be 

done to the extent required and in a lump sum or in periodic instalments.  

The investor’s holding in a mutual fund is denoted in units. The value of each unit, called the 

Net Asset Value (NAV) will reflect the value of the securities held by the scheme after 

adjusting for permissible costs. Mutual funds can be categorized based on asset class in 

which the pooled funds are invested. The risks and returns from the mutual fund will 

depend upon the asset class in which the funds are invested and the strategies used to 

manage the portfolio. 

Equity Funds 

Equity funds invest predominantly in a diversified portfolio of equity instruments. The fund 

earns returns from the dividends declared by the stocks held in the portfolio and from the 

appreciation (or depreciation) in the value of these securities. These funds can be further 

classified based on the type of securities included in the portfolio. This may be on the basis 

of the market capitalization of the stocks (Large, Mid and Small). Funds that invest in large 

cap stocks are seen to have stable returns with lower risk of volatility. Mid and small cap 

stock funds generate better returns when markets are in an upturn, but they tend to be 

more volatile in their returns. Some funds may choose to invest in a particular sector or 

theme. They do well if the economic factors support the theme or industry but also suffer 

from the risks of limited diversification. Some funds may follow the strategy of investing in a 

concentrated portfolio. The fund will outdo the market indices if the selected stocks 

perform as expected. But they also stand the risk of losing heavily if the selections prove 

wrong. Other strategies include identifying companies whose performance is expected to 

turnaround and whose stocks are valued low in the market, or investing in stocks whose 

growth is expected to be higher than that of the market. Index funds replicate an identified 

equity fund index, say the Sensex or the NIFTY50. The portfolio will have the same shares 

that constitute the index and in weightage as each security has in the market index. The 
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returns from an index fund closely tracks the returns from the index it is based on. Some 

equity funds are designated to provide tax benefits for the investor. 

Debt Funds 

Debt funds invest in debt securities issued by the central and state governments, 

companies, financial institutions, banks and others. The fund’s return is primarily from the 

interest income earned on the securities. Depending upon the type of securities held in the 

portfolio, the returns can also have a component of appreciation (or depreciation) in the 

value of securities. The primary risks in debt funds is that of credit risk, i.e. the risk of default 

by the issuers of debt securities. This puts the interest income and repayment of principal 

invested at risk. Debt instruments may also see a change in prices or values in response to 

changes in interest rates in the market. The degree of change depends upon the duration of 

the debt instrument and instruments with longer duration exhibit a higher sensitivity to 

interest rate changes. Fund managers make choices on higher credit risk for higher coupon 

income and higher interest rate risk for higher capital gains depending upon the nature of 

the fund and their evaluation of the issuer and macro-economic factors. 

Debt funds can be categorized based on the type of securities they hold in the portfolio. 

Short term debt funds invest in debt instruments with low tenors to earn interest income 

and eliminate or reduce volatility in values. Money market or liquid funds invest in 

securities with the shortest tenor not exceeding 91 days to maturity. Liquid fund is a very 

short-term fund and seeks to provide safety of principal and superior liquidity. Ultra short-

term plans are also known as treasury management funds, or cash management funds. 

They invest in money market and other short term securities of maturity up to 365 days. The 

objective is to generate a steady return, mostly coming from accrual of interest income, 

with minimal NAV volatility. Short Term Plans combines short term debt securities with a 

small allocation to longer term debt securities. Short term plans earn interest from short 

term securities and interest and capital gains from long term securities. The volatility in 

returns is directly related to the proportion of long tenor securities held in the portfolio.  

Long term debt funds are structured to generate total returns made up of both interest 

income and capital appreciation from the securities held. Since market interest rates and 

value of a bond are inversely related, any fall in the interest rates causes a mark-to-market 

gain in a bond portfolio and vice versa. The extent of change in market prices of debt 

securities is linked to the average tenor of the portfolio - higher the tenor, greater the 

impact of changes in interest rates. An income fund is a debt fund which invests in both 

short and long term debt securities of the Government, public sector and private sector 

companies with a view to generate income. Corporate debt securities enable higher interest 

income due to the credit risk associated with them. Gilt funds invest in government 

securities in which there is no risk of default and liquidity is considerably higher. However, 

prices of government securities are very sensitive to interest rate changes. Long term gilt 
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funds have a longer maturity and therefore, higher interest rate risk. Dynamic debt funds 

do not focus on long or short term segment of the yield curve. Duration of these portfolios 

are not fixed, but are dynamically managed. If the manager believes that interest rates 

could move up, the duration of the portfolio is reduced and vice versa. Floating rate funds 

invest primarily in floating rate debt instruments where the coupon rate periodically moves 

up or down with reference to the market rate. Since the coupon of the bond will be in line 

with the market rates, there is low interest rate risk in the bonds. Fixed maturity plans 

(FMPs) are closed-end funds that invest in debt securities with maturities that match the 

term of the scheme. An FMP structure eliminates the interest rate risk or price risk for 

investors if the fund is held passively until maturity. Therefore, even if the price of bonds 

held in the portfolio moves up or down, as long as the fund receives the interest pay-outs 

and the original investment on maturity, the FMP does not suffer significant risks.  

Hybrid Funds 

Hybrid funds invest in a combination of debt and equity securities. The allocation to each of 

these asset classes will depend upon the investment objective of the scheme. The risk and 

return in the scheme will depend upon the allocation to equity and debt and how they are 

managed. A higher allocation to equity instruments will increase the risk and the expected 

returns from the portfolio. Similarly, for generating income if the debt instruments held are 

short term in nature, then the extent of risk is lower than if the portfolio holds long-term 

debt instruments that show greater volatility in prices. Debt-oriented hybrids invest 

minimum of 70 to 95 percent in a debt portfolio.  The debt component is conservatively 

managed with the focus on generating regular income, which is generally paid out in the 

form of periodic dividend. The allocation to equity is kept low and primarily in large cap 

stocks, to enable a small increase in return, without the high risk of fluctuation in NAV.  

Monthly income plan is a debt-oriented hybrid. Though typically most debt-oriented hybrids 

invest maximum of 15 percent in equity, there are quite a few variants. Aggressive MIPs 

invest up to 30 percent in equity, while conservative MIPs invest only up to 5 percent 

equity. Predominantly equity-oriented hybrids invest in the equity market, but invest up to 

35 percent in debt, so that some income is also generated and there is stability to the 

returns from the fund. Balanced funds are designed as equity-oriented funds. Balanced 

funds typically have an asset allocation of 65-80 percent in equity, and 20-35 percent in 

debt. Asset Allocation Funds invest in both equity and debt but without a pre-specified 

allocation as in the case of other hybrid funds. Such funds can even hold 100 percent in 

equity or debt. Capital Protection Funds are closed-end hybrids funds whose portfolio is 

structured such that a portion of the principal amount is invested in debt instruments so 

that it grows to the principal amount over the term of the fund. For example, Rs.90 may be 

invested for 3 years to grow into Rs.100 at maturity. This provides the protection to the 

capital invested. The remaining portion of the original amount is invested in equity 

derivatives to earn higher returns. 
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Other Funds 

A Fund of Funds (FoF) is a mutual fund that invests in units of other mutual funds that fit 

into its investment objective. It specialises in analyzing funds, their performance and 

strategy and adds or removes funds based on such analysis.  

 

Exchange Traded Funds (ETFs) hold a portfolio of securities that replicates an index and are 

listed and traded on the stock exchange. The return and risk on ETF is directly related to the 

underlying index or asset. The expense ratio of an ETF is similar to that of an index fund.  

ETFs are first offered in a New Fund Offer (NFO) like all mutual funds. Units are credited to 

demat account of investors and ETF is listed on the stock exchange. On-going purchase and 

sale is done on the stock exchange through trading portals or stock brokers. Settlement is 

like a stock trade, and debit or credit is done through the demat account. ETF prices are 

real-time and known at the time of the transaction, unlike NAV which is computed end of a 

business day. Their value changes on a real-time basis along with changes in the underlying 

index.  

 

Gold ETFs have gold as the underlying asset so as to provide investment returns that, closely 

track the performance of domestic prices of gold. Each ETF unit typically represents one 

gram of gold. For every unit of ETF issued, the fund holds gold in the form of physical gold of 

99.5 percent purity or gold receipts. They are also allowed to invest in the gold deposit 

schemes of banks to a limit of 20 percent of the net assets of the scheme. The custodian of 

the fund is responsible for the safekeeping of the assets. The actual returns from gold ETF 

may be lower than market returns due to the effect of fund management expense charged 

and cash holdings. 

 

International funds invest in markets outside India, by holding certain eligible foreign 

securities including equity shares of companies listed abroad, ADRs and GDRs of Indian 

companies, debt of companies listed abroad, ETFs of other countries, units of index funds in 

other countries, units of actively managed mutual funds in other countries. International 

equity funds may also hold some of their portfolios in Indian equity or debt. It provides 

diversification from exposure to global markets and the benefit of investing in asset classes 

not available domestically. 

Arbitrage funds aim at taking advantage of the price differential between the cash and the 

derivatives markets. Funds buy in the spot market and sell in the derivatives market, to earn 

the interest rate differential. For example, funds may buy equity shares in the cash market 

at Rs. 80 and simultaneously sell in the futures market at Rs. 100, to make a gain of Rs. 20. If 

the interest rate differential is higher than the cost of borrowing there is a profit to be 

made. In case of mutual funds, there is no cost of borrowing. The price differential between 

spot and futures is locked in if positions are held until expiry of the derivative cycle. On 

settlement date both positions are closed at the same price, to realize the difference. A 
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completely hedged position makes these funds a low-risk investment proposition. They 

feature lower volatility in NAV, similar to that of a liquid fund.  

Real Estate Mutual Funds invest in real estate either in the form of physical property or in 

the form of securities of companies engaged in the real estate business. SEBI’s regulations 

require that at least 35 percent of the portfolio should be held in physical assets. Securities 

that these funds can invest into include mortgage-backed securities and debt issuances of 

companies engaged in real estate projects. Not less than 75 percent of the net assets of the 

scheme shall be in physical assets and such securities. Assets held by the fund will be valued 

every 90 days by two valuers accredited by a credit rating agency. Real Estate Investment 

Trusts (REIT) are trusts registered with SEBI that invest in commercial real estate assets. The 

REIT will raise funds through an initial offer and subsequently through follow-on offers, 

rights issue and institutional placements. The minimum subscription amount in an initial 

offer shall be Rs. 2 lakh. The units will be listed on the stock exchange. Not less than 80 

percent of the value of the REIT assets will be in completed and rent generating properties 

and not more than 20 percent shall be in under-construction properties, listed or unlisted 

debt securities, equity shares of real estate companies, government securities, mortgage 

backed securities and money market instruments. A full valuation of the assets shall be 

done each year and shall be updated every six months. The NAV will be declared within 15 

days of such valuation/updation. Not less than 90 percent of the net distributable cash flows 

of the REIT will be distributed to the investors’ atleast on a half-yearly basis. 

Mutual funds offer investment options for each scheme that define how the investor will 

take the returns from the investment. Most mutual funds offer a dividend option and 

growth option. The dividend option implies that the funds will pay-out the returns 

generated in the form of periodic dividends. There is a dividend re-investment option too 

where the dividend declared is not paid out but re-invested in the scheme. The NAV of the 

scheme will fall to the extent of the dividend that is paid out of its net assets. In the growth 

option, the returns generated is retained in the scheme and translates into an appreciation 

in the NAV, and hence the value of the investment. The investor can realize this 

appreciation at any time by redeeming the units. 

The tax impact of the returns earned by an investor from the mutual fund investment will 

depend upon the type of scheme-equity-oriented or debt-oriented, nature of returns- 

dividends or capital gains and the period of holding- not more than one year/three years 

and more than one year/three years. The returns are taxed when they are realized and 

received by the investor. 

Dividend received by investors from mutual funds are exempt from tax i.e. investors do not 

pay a tax on any dividend income received from mutual funds. However, debt-oriented 

mutual funds pay a dividend distribution tax (DDT) on the gross dividend payable before 
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paying out the dividend to the investors. The rate of DDT is 25 percent for individuals, 

including NRI investors, and 30 percent for domestic companies. 

In case of capital gains, short-term capital gains (STCG) from equity funds (investment held 

for not more than 12 months) are taxed at 15 percent and long term capital gains  (LTCG) 

(investment held for more than 12 months) are exempt from tax. In case of debt funds 

short-term capital gains (investment held for not more than 36 months) are taxed at the 

marginal rate of tax applicable to the investor and long term capital gains (investment held 

for more than 36 months) are taxed at 20 percent with indexation. 

Surcharge and cess will apply. NRI investors in mutual funds alone have tax deducted at 

source at the rate of 15 percent for STCG in equity-oriented funds and at the rate of 30 

percent and 20 percent for STCG and LTCG from non-equity-oriented funds. 

 

2.10.9 Real Estate  

Investment in physical real estate are typically large ticket investments made with a 

combination of own funds and loans. The self-occupied house will very often form a large 

part of the financial commitment of the individual, especially in the early earning years. A 

self-occupied property has limited use as a tool for wealth creation for retirement because it 

cannot be sold and neither can it generate income. The reverse mortgage scheme which is 

discussed in chapter 6, is one way of generating income from self-occupied property. Real 

estate investments not acquired for self-occupation, contributes both growth and income to 

a portfolio in the form of rental income and capital appreciation. In India the gain in the 

value of the property constitutes a greater portion of the return on investment from real 

estate. Rental incomes are a hedge against inflation, as rentals rise with inflation. Real 

estate investments are categorized on the basis of use, such as residential property and 

commercial property. Other classifications include those based on the stage of construction, 

such as pre-launch, post-launch and linked to the stages of construction. The primary risks in 

real estate is in the form of volatility in prices as a result of impact of business cycles on 

demand and supply. The returns from property, whether in the form of rentals or capital 

appreciation, depends upon the location. Liquidity risks are high in real estate since selling 

the property at the perceived right price takes time. Determining the right value is also 

subjective, given the variations in property on account of factors like location attributes, 

age, type and quality of construction, among others. Other risks include vacancy risk, 

especially in commercial properties and risk of non-delivery or default, particularly seen in 

investments made in the pre-launch stage.  

Investment in real estate can also be done through collective investment vehicles like 

Mutual funds, Investment trusts and Private Equity Funds. 
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Sample Questions 

 

1. Which of the following is true about retirement goal?   

a. It has to be built out of owned funds 

b. It requires a large corpus 

c. It is long term in nature 

d. All of the above  

 

2. Which of the following is a sub-asset class under equity?   

a. Large cap Equity 

b. Total return stocks 

c. Low risk stocks  

d. Volatile stocks 

 

3. Which of the following asset classes' returns are only from the appreciation in price?  

a. Real Estate 

b. Equity 

c. Bonds 

d. Gold 

 

4. Which of the following is essential for efficient investing in equity?   

a. Large investment amount 

b. Ability to time the entry and exit into the market 

c. Long investment horizon 

d. Short investment horizon  
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CHAPTER 3:  RETIREMENT PLANNING 

 

 

 

 

 

 

 

 

 

 

 

Retirement planning is the process of putting in place the roadmap for retirement. A big 

part of the retirement plan is the financial aspect of how the retirement will be funded. The 

life style envisaged will define the expenses and income required in retirement, which in 

turn will set the goal for retirement savings. Planning for retirement is about linking the 

current financial situation with the expectations for the future and having a strategy in place 

to secure the financial future.  

3.1 Evaluate Client’s Current Situation 

Understanding the current financial situation of the individual is vital in framing a viable 

retirement plan. This includes personal factors such as age, dependents, health history; 

financial details such as the level of income and expenses, assets and liabilities, other 

financial goals, retirement benefits that are available, risk tolerance levels and investment 

horizon.  

All this information is evaluated to understand the elements that are central to planning for 

retirement savings including the ability to save, the investment horizon available to 

accumulate the savings, the risk tolerance levels that will determine the types of 

investments that can be used and the accumulated wealth available that can be 

apportioned to the retirement goal. 

The retirement plan will seek to fuse the expectations for retirement with what is 

realistically possible given the personal and financial situation of the individual. 

3.1.1 Lifecycles and its Impact on Saving and Investing for Retirement 

Financial needs and financial compulsions vary not only across individuals but also across 

time periods for each individual. They vary depending upon the financial circumstances at 

the age and stage in life. The income and expenses, debt levels, ability to take risks and goal 

priorities are all dynamic. For example, debt repayment may take a large portion of the 

LEARNING OBJECTIVES: 

After studying this chapter you should know about: 

 The stages in retirement and the factors that affect savings and investment in each 

stage 

 Calculating the retirement corpus, and the impact of changes in the inputs on the 

savings target and final corpus 

 Activities in the accumulation and distribution stage to give effect to the plan 

 The risks to the plan and how to manage it 
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income in the early and mid-earning years, but are not so significant later in life. The 

availability of an emergency fund to tide over unexpected short-falls in income is critical for 

the young earner with a dependent family, but not so important for a retired investor.  One 

way to be able to incorporate the demographic and economic factors specific to each stage 

of life into the planning process is to consider the life cycle of the individual. This takes into 

consideration the financial and personal circumstances at that stage. For effective financial 

planning it is important to incorporate the lifecycle into the planning framework. Despite 

the uniqueness of each individual’s situation there are some commonalities of the typical 

situations that individuals go through in each stage of the lifecycle and which affects the 

income, expenses and savings. The common stages are: 

Young Earner: At this stage income is not very high and just about adequate to meet 

expenses. Creating an emergency or reserve fund to manage any possible loss or reduction 

in income should have first claim on savings. Any mandatory savings, such as provident fund 

deductions from income, should be assigned to long term goals such as retirement. While 

long-term goals like retirement exist, at this stage priority is given to short and medium- 

term consumption goals like buying a motor vehicle and lifestyle goods. There is a risk of 

falling into debt to meet consumption demands or even essential expenses in case of loss of 

income. Repayment of debt, such as educational loans and consumption loans, becomes a 

strain on income for a long time. Flexibility in making investments to align to income 

conditions is important for investors at this stage. Being tied to a long-term commitment, 

such as a home loan EMI, when income stability is not there can be risky to the investor. A 

suitable portfolio allocation will have to consider holding an emergency fund in safe and 

liquid short-term investments. Savings assigned to long term goals should be invested in 

growth assets like equity. The allocation to growth assets should move up as there is greater 

stability to income.  

Young Family: At this stage household income is likely to be stable, though still not very 

high relative to the expenses that have to be met. Expenses are mainly discretionary 

expenses for a lifestyle they aspire to live. Debt may still be a concern and taking a big 

portion of income to service, especially if the family has bought a home.  At this stage the 

young family will have protection as a priority. This will be primarily in the form of insurance 

and emergency fund. The amount of savings available after meeting all these essential 

claims will be limited, but whatever is available can be invested in asset classes capable of 

earning higher returns albeit with higher risk.  Plan ahead for changes, such as moving from 

a double income to single income family or moving to being self-employed, that may disrupt 

income flows. Thus, at this stage it is essential to ensure that there are adequate savings to 

tide over the needs till income and expenses stabilize. An allocation of 60 percent to 70 

percent in  growth assets such as equity to meet long term goals is advisable at this stage. 

Middle Earning Years: This is typically the peak earning years and income levels at this stage 

are high and stable. Expenses are likely to have stabilized too leading to higher savings. Debt 

levels are likely to be steady and easily serviced out of available income. Some goals, such as 
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the education of children, may be close and require moving funds to less volatile 

investments. Other goals, like retirement, may still be 15-20 years away and still eligible for 

growth-oriented investments. This stage is a good time to catch up on all the shortfall in 

retirement savings by apportioning larger portions of available savings to it. There is greater 

clarity on life style preferences, interests and health issues, all of which are important for 

firming up the retirement plans. Portfolios at this stage can see 50 percent to 60 percent in 

growth assets with a plan to systematically reduce exposure as goals come closer. 

Pre-retirement: Preservation of assets is critical at this stage as earning years are coming to 

an end soon. While contribution to retirement will continue, this is the stage to move 

accumulated investments to less risky investments. Paying off any remaining debt and 

refraining from taking on any long-term obligations is important at this point. This is the 

stage when the distribution or income strategy for retirement should be finalized and there 

is likely to be more clarity on the length of retirement period. The portfolio should be in 

lower risk income-oriented assets such as income funds and deposits, with some exposure 

to growth. Around 60 to 70 percent of the portfolio should be allocated in lower risk 

products at this stage. 

Retirement: At this stage the level of expenses in retirement is known and the decision on 

how to fund them has to be decided. This will be from any employer-linked pension, the 

income generated from the corpus accumulated, part-time employment or a combination of 

the different sources.  While deciding on investing for income, the tax implications, need for 

assurance and risk levels have to be considered. Care should also be taken to invest some 

portion of the corpus in growth assets to beat inflation. The portfolio should be 

predominantly income-oriented, with not more than 25 percent to 30 percent in growth 

assets. 

3.1.2 Budget to Realize Savings 

The age and stage of life gives an understanding of the ability to save and the risk profile of 

the individual. Budgeting is an effective way to realize the potential to save. The steps in 

budgeting are the following: 

1. List the regular income that is expected in the month. This is the income available to 

meet current and future needs. 

2. List the mandatory expenses that have to be met like taxes, loan repayments. These 

have  to be first met out of the available income. What remains is the disposable 

income. 

3. The essential living expenses have to be  met out of disposable income next. These 

include housing, food, transportation, health and other necessary expenses. While 

this category of expenses cannot be eliminated, it is possible to reduce the cost 

incurred on them.  

4. Discretionary expenses are the last category of expenses and includes expenses on 

entertainment and recreation.  
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Savings is what remains from the income after meeting all these expenses. There should be 

a target to generate a pre-defined amount of savings each period. The savings required will 

depend upon the identified goals of each individual. Ad hoc or irregular savings does not 

serve the purpose of creating the corpus required to meet the goals. One way to reach the 

targeted savings is to expand income by taking on additional income earning opportunities. 

But the extent to which income can be increased is limited by skills and availability of time 

to take up additional employment. Controlling expenses is a more effective way to generate 

savings. It is possible to rationalize essential living expenses by choosing a less expensive 

place to live or a cheaper mode of transport and so on. The discretionary expenses is the 

category of expenses that can be cut back or even eliminated to reach the savings required. 

A budget helps put income and expenses in perspective. But to be workable, a budget needs 

to be realistic. Very narrow allocations to expenses or eliminating all expenses related to an 

individual’s interests or hobbies can be stressful and likely to fail.  

The savings ratio, or the savings relative to income, should ideally rise over time as an 

individual moves from one stage in the life cycle to the next and as the level of income and 

expenses change. Similarly, expense ratio should ideally move down to indicate that the 

household is saving more. The debt to income ratio measures the extent of income that 

goes towards servicing debt. This will peak when a large loan such as the home loan is taken 

and then move down as income goes up over time. These ratios give an indication of 

whether the household is managing income and expenses as they should to reach their 

goals. If not, changes need to be made in the budget to get savings back on track. 

3.2 Learn the Process of Setting the Retirement Goal 

The retirement goal has certain features that are unique to it. It is the goal with the longest 

accumulation and distribution periods and requires the largest corpus.5 Though the income 

required to meet expenses in retirement can be defined with certainty only close to the 

time of transition to retirement, the accumulation of the corpus has to be done from the 

beginning of an individual’s working years. There are many variables in estimating the goal 

and these variables are likely to change multiple times given the long periods associated 

with the goal. It becomes important therefore for there to be an adequate rigour in 

determining the variables that affect the retirement goal and periodic monitoring to 

incorporate changes, if any, into the goal. 

The process of determining the retirement goal is about defining the income that will be 

required to meet living expenses in the period when there is no income being earned from 

employment. Once this is done, then the planning process deals with how to accumulate 

the corpus required, and use this corpus to generate the income.  

                                                           
5
The accumulation stage is the stage in which the saving and investment for the retirement corpus is made. 

The distribution stage of retirement is when the corpus created in the accumulation stage is employed to 
generate the income required to meet expenses in retirement.  
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3.2.1 Expenses in Retirement 

The first step in retirement planning process is to determine the expenses that have to be 

met in retirement. The expense in retirement is unlikely to be the same as prior to 

retirement. The level of expense may go down in some categories like transportation and 

personal upkeep, while it may go up in other categories such as leisure and health.  Even in 

the retirement period the expense profile is likely to undergo change over time.  The 

categories of expense heads during the retirement phase includes housing (including 

utilities, maintenance cost, taxes), living expenses (food and personal upkeep), medical care, 

transportation, recreational expenses and insurance (life, health, disability) and taxes. A 

retirement expense list may have all or some of these expenses (see Table: 3.1). 

Table: 3.1 Retirement Expenses List 

Expense Head Amount (Rs.) 

Housing  

Mortgage/Rent  

Property tax  

Home insurance  

Electricity  

Water  

Telephone & Communication  

Maintenance costs  

Miscellaneous  

Total  

Living Expenses  

Food  

Clothing  

Personal expenses  

Miscellaneous  

Total  

Medical Expenses  

Health insurance  
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Expense Head Amount (Rs.) 

Long-term care  

Medical costs  

Miscellaneous  

Total  

Transportation  

Auto loan  

Fuel  

Maintenance costs  

Motor insurance  

Total  

Recreational Expenses  

Interests & Hobbies  

Entertainment  

Travelling  

Social activities  

Miscellaneous  

Total  

Total Expenses  

 

Ideally, mortgages and other large debt obligations should be paid off before retirement. 

Renting is an option instead of buying a home and may provide greater flexibility in deciding 

on where to live in retirement. However, it may bring in an element of uncertainty on 

housing costs and availability, which may be difficult to deal with later on in retirement. The 

expense profile of an individual against their age is graphically represented below (see Chart 

3.1). 
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Chart 3.1: Changing Expenditures over Time 

 

3.2.2 Determine Income Requirement in Retirement 

Income Replacement Method  

Income replacement ratio is calculated as gross income after retirement/gross income 

before retirement.  

The income replacement ratio is the percentage of the income just before retirement that 

will be required by an individual to maintain the desired standard of living in retirement. 

While the categories of expenses may remain the same in retirement, the contribution to 

total expenses may be different from working years. For example, medical and health care 

expenses is likely to be a big component in later years of retirement as compared to working 

years and even the initial years of retirement. Transportation and tax outgo is likely to be 

lower in retirement years while recreational expenses may be higher in retirement years. 

Expenses incurred towards children’s education is typically not there in retirement.  The 

portion of income that was going towards necessary savings in the pre-retirement stage will 

now no longer be required.  

Usually 70 percent to 90 percent of the income before retirement is required to maintain 

the lifestyle of the individual after retirement. However, this number may be lower if a large 

part of the pre-retirement income was going into savings. This is very likely the case with 

many individuals who hit a phase of high income in their early 50s, and with much of the 

large-ticket expenses already taken care of a large portion of the income may go into 

savings. In such a case, the income replacement ratio is likely to be much lower since the 

saving and probably tax component would account for a large part of the pre-retirement 

income.  

In the initial years of planning, when there is less clarity on the future income, it is more 

convenient to go with thumb rules to determine the needs in retirement. But as the income 

and expense situation becomes clearer, especially in the last 5-10 years before retirement, it 

is best to consider the particular situation of each individual while determining the income 

replacement ratio.  The income replacement method is simple to follow and useful to set a 

target for savings when retirement is some time away. But like all rules of thumb it does not 
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take individual circumstances into consideration. For example, assuming that expenses in 

retirement will automatically go down may be erroneous.  

The steps for estimating the income required in retirement under this method are:  

 Calculate the current income. 

 Estimate the rate at which the income is expected to grow over the years to 

retirement. 

 Calculate the years to retirement. 

 Calculate the income at the time of retirement as Current value x(1+ rate of 

growth)^(Years to retirement). 

 Apply the income replacement ratio to this income to arrive at the income required 

in retirement.  

 

Example 

Pradeep has a current annual income of Rs. 10,00,000. He is 30 years of age and expects to 

retire at the age of 55. He also expects his income to grow at a rate of 10 percent and 

estimates that he will require an income replacement of 75 percent. What is the income 

required by Pradeep in retirement?  

Current Annual Income (Rs.) 1000000 Formula 

Age  30 

 Retirement age 55 

 Years to Retirement 25  55-30 

Annual Rate of Growth in Income 10 percent 

 Income at the time of Retirement 1,08,34,706 1000000*(1+10percent)^25 

Income Replacement Ratio 75 percent 

 Annual Income required in Retirement 81,26,029 10834706*75percent 

 

 Expense Protection Method  

In the expense protection method, the focus is on identifying and estimating the expenses 

likely to be incurred in the retirement years and providing for it. Typically, the expenses 

required by the person in retirement is taken as a percentage of the expenses of that person 

just before retirement – the assumption being that one’s post retirement expenses will not 

include certain expenses such as transport, home loan EMI. On the other hand, the 

expenses incurred on other heads such as health, is likely to be higher.   
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Expense Protection is a slightly cumbersome method due to the detailed listing required of 

expenses incurred post-retirement. Estimating this wrongly may make the determination of 

retirement corpus inaccurate. The process involves preparing a list of pre and post-

retirement expenses, and arriving at the total expense list. The expense so calculated has to 

be adjusted for inflation over the period of time left to retirement to arrive at the expense 

in retirement.  

If expenses are overlooked or underestimated there is a risk of overspending in retirement 

since the income required would be calculated lower than what is actually required. 

Example 

Pradeep has a monthly expense of Rs. 50,000 of which 60percent is for household expenses.  

He is 30 years old and expects to retire at the age of 55. He expects to incur additional 

expenses of Rs. 10,000 pm at current prices for discretionary expenses in retirement. If 

inflation is seen at 6percent, what is the expense that has to be met by retirement income?   

Expenses  Formula 

Current monthly expense (Rs.) 50000  

Proportion of household expenses 60 

percent 

 

Current household expenses (Rs.) 30000 60 percent of Rs.50000 

Additional discretionary expense in 

retirement (Rs.) 

10000  

Total retirement expenses at current prices 

(Rs.) 

40000  

Time to retirement (years) 25 Retirement age(55) – Current 

age(30)  

Expected rate of inflation 6 percent  

Expense at the time of retirement (Rs.) 171675 40000 x (1+6percent)^25 

   

 

3.2.3 Time Horizon 

Time plays an important role in retirement planning. The time periods that are central to 

calculating the retirement corpus are: 
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1. Years to retirement: This is the period from the current point in time to the year of 

retirement. Another way to calculate it is as the period between current age and 

retirement age. With every passing year this period will reduce as long as the 

year/age of retirement has not changed. The years to retirement is important to be 

able to determine the cost of expenses that have to be met in retirement. The 

effects of inflation on cost will depend on the years to retirement. Lower this 

number, lower will be the effect of inflation. This number is also important in the 

calculation of the periodic savings required to accumulate the corpus required to 

fund the expenses in retirement. Longer the period, greater will be compounding 

effects, and lower will be the allocation from savings required for the retirement.  

 

2. Years in/during retirement: The years in/during retirement are the number of years 

from the beginning of retirement to the end of life for which an income has to be 

secured. This period cannot be defined precisely. However, life expectancy can be 

broadly estimated based on factors such as average life expectancy in the country 

for the specific gender, health conditions, genetic factors, lifestyle habits and so on. 

The years for which funding has to be provided will determine the corpus required. 

Underestimating the years, or longevity risk, will mean that there may not be 

enough money to last the retirement years.  

3.2.4 Determining the Retirement Corpus 

The income required in retirement can be estimated using either of the two methods 

described earlier. Once this has been done, the next step in retirement planning is to 

calculate the corpus that will generate the income required in retirement. The variables in 

this calculation are: 

 The periodic income required   

 The expected rate of inflation   

 The rate of return expected to be generated by the corpus  

 The period of retirement, i.e. the period for which income has to be provided by the 

corpus.  

Impact of Inflation  

Inflation is a general rise in prices of goods and services over a period of time. Over time, as 

the cost of goods and services increase, the value of one unit of money will go down and the 

same amount of money will not be able to purchase as much as it could have earlier i.e. last 

month or last year. Inflation eats away the purchasing power of money over time.   

Inflation impacts retirement planning in two ways:  

1. At the time of calculating the income required, the value of the current expenses has 

to be adjusted for inflation to arrive at the cost of the expense at the time of 

retirement.  For instance, if consumer goods prices rise 6percent a year over the next 
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30 years, items that cost Rs. 100 today would cost Rs. 179 in 10 years, Rs. 321 in 20 

years and Rs. 574 in 30 years.    

2. This figure is true for the beginning of the retirement period. Over the retirement 

years, the income required to meet the same level of expenses would not be 

constant but would go up due to inflation. The corpus created to fund income during 

retirement will have to consider the escalation in cost of living during the period in 

which pension is drawn. In the previous example Rs.  1,71,675 is the monthly 

expense at the time of retirement. However, this will not remain the same 

throughout the retirement period but will increase over time, depending upon 

inflation. The increase in expenses has to be considered while calculating the 

retirement corpus else there is a risk of the retirement being under-funded.  If you're 

planning to live on Rs. 60,000 a month at the start of retirement, a 6percent inflation 

rate means that in 10 years you would actually need Rs. 1,07,451 a month, and in 20 

years you'd need Rs. 1,92,428 a month to cover the same expenses.   

3. While the standard rate of inflation may be appropriate to calculate the future cost 

of living expenses, other expenses, such as health costs and travel, typically increase 

at a higher rate.   

The Expected Rate of Return  

While estimating the corpus required to generate the retirement, it has to be kept in mind 

that this corpus will be invested to earn a return both at the time of accumulation and at the 

time of distribution, and this return will contribute towards the corpus that will be used to 

provide the income in retirement. The contribution that has to be made towards the 

retirement corpus from savings will be lower to the extent of the return generated. The size 

of the corpus that has to be in place at the start of retirement can be lower to the extent 

that these funds will generate a return through the retirement period. Higher the rate of 

return that the funds are expected to earn, lower will be the required corpus. However, a 

higher return will come with a higher risk. Investors may be willing to take higher risk in the 

accumulation period for higher return. But in the distribution stage of retirement the ability 

to take risk with the savings will be low.  

The rate of inflation and the expected rate of return on investments act in opposite 

directions on the amount of retirement corpus required. While the rate of inflation pushes 

up the expenses and therefore the amount of retirement savings required to fund the 

income in retirement, the return that the corpus invested will generate will reduce the 

savings required.  The real or effective rate of return that the investment will generate will 

then be the expected return adjusted for inflation.  

Inflation adjusted rate or real rate of return is the periodic rate of return on an investment 

after adjustment for inflation.   
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Chart 3.2: Inflation Adjusted Returns 

 

Actual Return – Method 1 (see Chart 3.2): Calculation is done on the basis of discounting the 

investment return with the inflation rate (using the formula above).    

Actual Return – Method 2 (see Chart 3.2): Calculation is done by simply subtracting the 

inflation from the expected return. 

For example, if the rate of return on a bank fixed deposit is 8 percent p.a. and the current 

inflation rate is 6 percent p.a., calculate the real rate of return on the bank FD.  

Here, nominal rate of return is 1.89 percent p.a., using Method M1 and we arrive at a real 

rate of return of 2 percent p.a using Method M2. 

Calculation of Retirement Corpus  

Example 

Rani requires a monthly income of Rs.35,000 by today’s value for her retirement 25 years 

away at the age of 60. She expects to live up to 80 years. What is the retirement corpus 

required if the banks deposit into which she will invest her retirement savings is likely to 

yield 8percent and the rate of inflation is 6percent?  

There are two stages to calculating the retirement corpus: in the first step the income 

required to meet expenses at retirement should be calculated and in the next step the 

corpus that will generate this income has to be computed. 
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Step 1: Calculation of income at retirement 

Parameters  Formula 

Income required at current value (Rs.) 35000  

Time to retirement (Years) 25  

Expected inflation 6percent  

Income required at retirement (Rs) 150215 35000 x (1+6percent)^25 

 

Step 2: Calculation of retirement corpus 

Parameters  Formula 

Income required at retirement (Rs.) 150215  

Retirement Period 20 (80-60) 

Rate of return on corpus 8percent  

Inflation rate 6percent  

Inflation adjusted rate of return 1.89percent ((1+8percent)/(1+6percent))-1 

The retirement corpus can be calculated using the PV formula in excel (see Box 3.1). The 

inputs required are: 

 Rate (inflation adjusted rate of return)  : 1.89 percent/12 

 Nper (retirement period in months)  : 240 

 PMT (inflation adjusted monthly income at retirement) : Rs. 1,50,215 

 Type (0 for payment at end of period and 1 for beginning) : 1   

   

The corpus required to generate a monthly income of Rs. 1,50,215 at the start of the 

retirement period of 20 years is Rs. 3,00,48,832. 
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Box: 3.1: Calculating Present Value in Excel 

 

  

The corpus of Rs. 30,048,832 will be invested at Rani’s 60th year at a rate of 8percent to 

generate a monthly income of Rs. 1,50,215. The monthly income required will go up 

through the period of retirement as a result of inflation. But this has been taken care of 

while creating the corpus, since the calculation considered inflation adjusted return on 

investment. The income will be provided for 20 years required, after which the corpus will 

be exhausted.  

3.2.5 Saving and Investment Plan to Create Retirement Corpus  

Once the retirement saving required is estimated, it has to be created over the working 

years of the individual by setting in place a saving and investment plan.. The amount of 

saving required will depend upon the corpus required, the time available to accumulate the 

savings and the return that will be generated by the investment avenue into which the 

savings being made will be channelized.  

The retirement planning decisions taken have to be in conjunction with the other financial 

goals of the individual. Very often saving for immediate and urgent goals take precedence 

over long-term goals like saving for retirement. Given the importance of the goal it is 
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recommended that atleast some savings , such as the mandatory deductions from salary, if 

employed, or minimum voluntary savings, if self-employed, be assigned to retirement and 

allowed to compound and grow over time. The shortfall in the corpus should be made up as 

soon as the financial situation allows it, though the contributions have to now be larger to 

make up for lost time. 

The investments into which the savings are channelized should reflect the risk profiling done 

for the investor as part of the financial planning exercise and the long investment horizon 

available in the accumulation stage of retirement. 

Example 

In the previous example, what is the monthly saving that Rani must make to create the 

retirement corpus if she expects a return of 12percent per annum on her investments?  

The amount of monthly savings required can be calculated using the PMT function in excel 

(See Box 3.2). The inputs required are: 

 Rate (return on investment expected)    : 12percent/12  

 Nper (period in months available to create the corpus    : 300 months (25 x 

12) which is the period between now and retirement date)  

 Future Value (retirement corpus required)    : Rs. 30,048,832  

 Type (0 for investment at end of month and 1 for beginning) : 1 

Box 3.2: Calculating Monthly Savings using the PMT function in Excel 

 

The monthly savings required is Rs. 15,835. If this sum is invested at an annual rate of 

12percent for 25 years, then the savings will compound to a value of Rs. 30,048,832, which 

is the retirement corpus required.  
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What will be the effect if Rani had 30 years to save for the same amount? The amount of 

monthly savings will come down to Rs. 8,512 since there is a longer period over which Rani 

can make contributions, and the money can be invested and grow to the corpus required.   

Similarly, what will be the effect if Rani decides to invest in a lower yielding investment such 

as a bank fixed deposit that generates a return of 8percent? The monthly savings required 

will double to Rs. 31,387 to generate the same corpus since the funds saved will be earning 

at a lower level.  

The monthly saving required is therefore a function of the corpus required, the period 

available for saving and the return that the investments will earn. Each individual makes a 

trade-off between these three factors depending upon their situation.    

If Rani is unable to save Rs. 15,835 required each month, she can choose to postpone her 

retirement age to 65 instead of 60. This will give her an additional 5 years to contribute to 

the savings.   

Income required at retirement will now be Rs.2,01,022 since inflation would have pushed up 

costs for another 5 years. The period of retirement is lower at 15 years. The retirement 

corpus required will be Rs. 31,535,237. The monthly savings required over a period of 30 

years, now that Rani has postponed her retirement by five years, is Rs. 8,934.  

Rani can reduce the monthly saving required if she invests in an investment giving a higher 

yield than the 12percent she has currently estimated. For example, if she invests in an 

instrument which gives her a 15percent yield, then instead of the Rs. 15,835 she needed to 

save, she now needs to save only Rs. 9150 each month over the 25 years to retirement. 

However, the higher return will come at a higher risk and Rani should be able to find 

investments that will generate the yield she requires at a level of risk that she is comfortable 

with. Making unrealistic estimations of the return that can be earned will result in the 

corpus growing at a lower than expected rate, and Rani finding that her retirement savings 

is not adequate when she is ready to retire.   

Rani can also choose to reduce her income requirement in retirement so that the retirement 

corpus required will come down and therefore the savings that she has to make too will 

reduce. But while she may be able to cut down on her discretionary expenses in retirement, 

reducing her expected expenses unrealistically will mean that she may not be able to live 

comfortably and will probably find her retirement corpus inadequate. This is too big a risk to 

take in retirement and a better option for Rani would be to find additional ways to save 

during her earning years or to postpone her retirement.   
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3.2.6Adjusting Savings Required for Existing Investments 

The savings required to be made for accumulating the corpus should be adjusted for the 

existing investments that can be assigned to the goal. This would depend upon the 

suitability of the investment for the role. If there are many years to retirement, then growth 

investments like equity and real estate held may be assigned to the goal. The longer 

investment horizon will reduce the risks of short-term volatility in the returns in such 

investments. Lower risk debt investments may also be assigned to the goal. The steps in 

adjusting the targeted savings for existing investments are: 

1. Select the investments to be assigned to the retirement goal 

2. Calculate the years to retirement 

3. Estimate the expected annual return from the investment 

4. Calculate the future value of the investment 

5. Deduct this value from the retirement corpus required at retirement to arrive at the 

amount for which periodic savings need to be made 

6. Calculate the periodic savings required to accumulate this amount. 

Example 

Consider the earlier example where the corpus required for Rani to generate a monthly 

income of Rs. 1,50,215 at the start of the retirement of 20 years to begin 25 years hence is 

Rs. 3,00,48,832.The monthly savings required is Rs. 15,835 to accumulate the retirement 

corpus. Assume that Rani has investments in equity mutual funds currently worth Rs. 

10,00,000 which she intends to assign to the retirement goal and the investment is expected 

to earn an average return of 12percent. How will the monthly savings be adjusted to reflect 

the same? 

Step 1: Calculation of future value of equity investments  

Parameters  Formula 

Current value of investment (Rs.) 10,00,000  

Time to retirement (Years) 25  

Expected rate of return 12percent  

Future value of investment (Rs) 1,70,00,064 1000000 x (1+12percent)^25 
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Step 2: Calculation of monthly savings after adjustment 

  Formula 

Corpus required at retirement 3,00,48,832  

Value of current investments at the time of 

retirement 

17000064  

Adjusted value of goal 13048768 30048832-

17000064 

Expected return on investment 12percent  

Years to retirement 25  

 

The monthly savings can be calculated using the ‘PMT’ function in Excel. The inputs required 

are 

 Rate (return on investment expected) : 12percent/12  

 Nper (period in months available to create the corpus)    : 300 months (25 x 12) 

which is the period between now and retirement date)  

 Future Value (retirement corpus required) :Rs. 130,48,768 

 Type (0 for investment at end of month and 1 for beginning)  :1 

The monthly savings required to accumulate the funds for the retirement goal is Rs.6876.  

The investor’s financial situation may make it difficult to find the savings required to fund 

the retirement goal. Some of the scenarios are: 

1. The investor may decide to postpone saving for retirement if there are other urgent 

needs that needs to be given priority funding. In the above example, if Rani decided 

to start saving for retirement after five years when she expects her savings to be 

comfortable, then the monthly saving required would be almost double at 

Rs.13,059. This is because now there are only 20 years to save instead of 25 years. 

This is the impact of compounding. 

2. The investor may decide to invest in a riskier asset to earn more returns. This will 

bring down the savings contribution that has to be made to the retirement goal. In 

the earlier example, if Rani’s savings were invested to earn 14percent instead of 

12percent, then the monthly saving required would be only Rs.4785 instead of 

Rs.6876. On the other hand, if he invested it to earn only 10percent then the 

monthly savings required would go up to Rs.9753. 

3. The investor may choose to delay retirement in order to increase the time available 

to accumulate the funds required. The monthly income now required will go up 

because of the effect of inflation. However, the increased time available will reduce 
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the monthly savings required and the corpus required will come down because 

there are fewer years in retirement.  

4. The investor may choose to reduce expenses in retirement and live on a smaller 

budget. This will bring down the corpus required and the monthly savings required 

to build it. However, the risk is that it may not be possible to manage with the 

smaller budget and lead to running out of funds in retirement. 

3.3 Investing for Accumulation 

The periodic savings made for the retirement goal have to be invested to accumulate the 

corpus required. Investments in the accumulation stage have the benefit of time on its side. 

A long investment horizon enables taking on some risk in investing the savings to earn 

better returns, and to benefit from compounding. 

3.3.1 Align Investments to Investor Needs 

The investments into which the savings will be invested will depend upon the return 

requirements of the investor. Investing in a product with a very low return will make it 

difficult to reach the corpus, and require a greater contribution from the investor to 

compensate for the lower returns. This may not be viable given the level of savings possible 

for the investor. Since this is the accumulation stage, growth should be the priority over 

income. However, while considering the return earned it is also important to evaluate the 

risks involved and to align it to the risk tolerance of the investor. The risk tolerance of an 

individual is a function of the ability to take risk and willingness to do so. The ability depends 

on factors such as: 

Age: The younger the investor the greater is the propensity to take risk. This is because of 

the confidence that they have the time to earn back in case of loss. 

Income: People with higher household incomes are more willing to take risk than those in 

the lower income groups. Households with double income have the security to take higher 

risks than families dependent on one income. A higher income security leads to a greater 

ability to take risks. 

Debt: Households with large debts have a lower tolerance for risk than those with low 

obligations. 

Wealth: Households with accumulated wealth are in a better position to take risks than 

those with more liabilities than assets. 

Investment horizon: When the investment horizon is long enough the propensity to take 

risks is more too. This is because there is adequate time to make up short-term losses in the 

long run. 

The ability to take risks is just one part of the equation. A person who may score high on all 

the factors that indicate a high ability to take risks may still be unwilling to take it in the 
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investments. This will bring down their risk tolerance and investments must align to this 

lower risk profile. Investors with a lower risk profile will not be comfortable with volatility in 

the returns from their investments. Security of principal invested would be a high priority 

for them. They would prefer investments that pay out some benefits periodically to those 

that are growth-oriented. Such investors are comfortable with conservative rather than 

aggressive investment choices. The reward from such investments are also low and the 

investor may need to be able to make a higher contribution to the goal over a longer period 

of time to accumulate the required funds. Fixed income investments will be the category 

most suitable given their needs and risk orientation. 

Investors who have the ability and willingness to take risk have a higher risk tolerance. Such 

investors will be willing to tolerate temporary volatility, negative returns and even erosion 

in capital when the trade-off is  higher long-term growth in investment. The extent to which 

they are able to tolerate this would determine the asset composition of their portfolio 

between growth assets like equity, real estate, and others. For example, investors with a 

moderate risk appetite may look to add more large- cap stocks in their portfolio and a lower 

exposure to mid and small cap stocks, while those with a higher risk appetite will seek 

greater exposure to mid and small cap stocks that have the potential to generate higher 

returns albeit with higher risk.  

3.3.2 Review and Monitoring Investments 

Once the suitable investments avenues have been decided, the next step is to make the 

investments. Records have to be maintained so that the investments can be periodically 

monitored. The review process should cover the following: 

1. A change in the circumstances of the investor may make an investment no longer 

appropriate for inclusion in the investor’s portfolio. For example, if the ability to take 

risk has changed then the investment portfolio has to reflect this. A change in the 

investments will also imply a recalculation of the savings required since the returns 

are likely to change too. 

 

2. It is important to periodically monitor the performance of the investments to ensure 

that it is on track to earn returns as expected. If there is a significant change in the 

investment’s expected performance then the funds must be switched to a better 

option. If this is not done then the corpus may fall short of the expected amount. 

 

3. There may be changes in features of selected investments that may make 

investments unviable or unsuitable. For example, the tax benefits available on an 

investment may no longer be available or may even increase, the facility to 

periodically invest in a mutual fund may no longer be there, and others. All this will 

affect the decision to include an investment in the portfolio. 
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3.3.3 Monitoring Retirement Plan 

Life events, such as marriage, birth of child, divorce, new job profile and change in earning 

levels, change in health situation, all imply a change in the individual’s financial situation 

and expectations from the future. The retirement plans have to be dynamic and reflect the 

changing life situations. Revising retirement plans are not expected for every pay hike, but it 

should be done whenever there is a significant change. One significant milestone is when 

the asset allocation of the portfolio has to be rebalanced to reflect a transition from 

accumulation to distribution stage in retirement. As the retirement comes closer, the funds 

have to be systematically moved to lower risk products to protect the value of the corpus 

created. 

Monitoring Progress 

The saving and investment plan has to be monitored to ensure it is on track to reach the 

goals. A review will help identify under-funding of the corpus. If identified early enough 

investors can take steps to correct it. If the shortfall in the corpus is because of the investor 

finding it difficult to save the targeted amount then it may require a review and tightening 

of spending habits and budgets. If it is because of under-performing investments it may 

need a rebalancing of the portfolio to remove the under-performers from the portfolio.   

3.4 Planning for the Distribution Stage in Retirement 

Closer to retirement, the planning imperative moves from accumulation to distribution. So 

far the focus of retirement planning would have been to accumulate a corpus adequate to 

generate the income required in retirement. The 5 to 10 year period just before retirement 

is designated as the pre-retirement stage. Activities in this phase of retirement planning sets 

the stage for retirement. This is the period in retirement when the financial and non-

financial elements of retirement all start to fall in place. Many of the factors used in 

retirement planning will now move from being estimates to being defined clearly. For 

example, factors such as the expenses in retirement, inflation, investment returns on the 

corpus, and personal factors such as expected lifestyle in retirement and health factors, will 

now be known. Based on this, it will be possible to determine the expenses to be met, 

income likely to be generated, and therefore the adequacy of the retirement corpus that 

has been accumulated over the working years. The focus at this stage should be on 

protecting the corpus created so far, estimating the adequacy of the corpus and charting 

out a living plan. In the pre-retirement stage it is important to make the consolidation and 

distribution plan as detailed as possible. 

3.4.1 Pre-Retirement Stage Activities 

Rebalance the Portfolio 

In the accumulation stage, the focus of asset allocation should ideally have been on growth. 

Growth assets have volatile returns and continuing to hold the assets in such investments 
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may be risky. The risk arise if there is a fall in the value of assets close to when they have to 

be liquidated as the retirement funds are required  and the time required for recovery is not 

there. Such a scenario may wipe out a significant portion of the corpus created. To avoid 

such a situation, in the pre-retirement stage it is advisable to rebalance the portfolio so that 

the asset allocation is oriented towards protecting the corpus by investing in safer 

investments. Just as asset allocation was used to optimize returns and manage risks in the 

accumulation stage, similarly allocating assets across less volatile assets will help protect the 

corpus without completely stifling growth. 

Consolidate the investments in the pre-retirement stage. Value the investments 

accumulated to see if it is likely to be adequate to meet the retirement needs. The pre-

retirement stage is also likely to be the period of high incomes and stable expenses. Use the 

excess income to ramp up the retirement savings if there is a likely shortfall in the corpus.  

This will also set the stage for executing the plan for generating the income stream from the 

portfolio in the retirement stage. 

Streamline finances 

The pre-retirement stage is the time to get ready for the transition to retirement. Things 

that need attention would include paying off or paying down debt as far as possible so that 

the mandatory payments or obligations in retirement are eliminated or at least reduced. 

This is particularly important where there is outstanding mortgage for the primary home in 

retirement.  

Life insurance 

Life Insurance is the other important financial factor to be assessed. Insurance is necessary 

to support those who are financially dependent on the primary income earner, in the event 

of the death of the income earner. A premium is paid to secure this protection. In 

retirement when the income is generated from the corpus already created then insurance 

has little or no relevance, unless earned income (income from employment) continues to be 

a major portion of the income in retirement. Other situations when life insurance may be 

relevant in retirement includes a situation where a major portion of the pension and other 

benefits in retirement may be lost to the surviving spouse in the event of the death of the 

retiree. Or, if there are financial responsibilities to children and others or debt such as 

mortgage that is still outstanding even at retirement then it is prudent to pay premiums and 

keep life cover. It is important to rationalize life insurance cover to reflect the reduced 

financial responsibilities so that the premiums are not a drain on the retirement income. 

The amount of cover that is required in retirement must be decided based on factors like 

the extent to which the income from employment in retirement helps meet expenses, or 

the extent to which retirement benefits will reduce for the surviving spouse in the event of 

the death of the retiree or the amount required to meet the financial responsibilities in 

retirement. Look at level premium term insurance that will provide the insurance required 
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at a low cost. The level premiums mean that it will remain the same through the term. 

Cancel the policies as and when the need for cover comes down.  

Consider the health insurance available and any health benefits that may be available in 

retirement, and take additional health cover that may be required now that the health 

situation is clearer. Signing on for insurance when in good health will provide health cover at 

better premiums. 

Create a Budget and transform financial habits 

At the beginning of the retirement planning exercise, various thumb rules would have been 

used to estimate living expenses in retirement. These expenses would be clearer and more 

specific as the retirement comes closer. It is now possible to estimate the expenses likely in 

retirement. Use the format described in section 3.2.1 to list the expenses under various 

heads. Categorize these expenses as mandatory, essential and discretionary to help allocate 

income in retirement. Any loan repayments, taxes and contractual obligations will be 

mandatory expenses and need to be provided first. Ideally, in retirement this should not be 

a very large proportion of the total expenses. The essential living expenses include housing, 

food, transportation and health-related expenses, and finally discretionary expenses will 

include all expenses related to recreation. Now that expenses are known, assess if the 

corpus created is adequate to generate the required income.  

This is also the time to create a budget for living comfortably within the income that the 

corpus is likely to generate in retirement. Test drive the budget for a couple of months and 

fine tune the details before retirement so that the new income and expense situation will 

not come as too much of a change. This is the time to transform financial habits so that they 

are suitable for the discipline required in retirement. Living within a budget, controlling 

spending habits, staying away from unnecessary debt, are all habits that will hold in good 

stead in retirement. 

Put financial affairs in order 

Closer to retirement is the time to consolidate all financial and investment information and 

personal data that will be essential to keeping records updated. Update will and other 

estate planning related documents if necessary. Set deadlines for important financial 

decisions to be made and execute within the time defined. 

3.4.2 Plan for Retirement Income 

In the distribution stage the primary goals of the retirement plan will be the following: 

1. Create a fixed income stream to meet essential expenses 

2. Protect income from inflation 

3. Save on taxes at the withdrawal stage and the income generation stage 

4. Calibrate withdrawal  

5. Protect from longevity  
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A budget created for retirement living will give an idea of the mandatory and essential 

expenses that have to be met in retirement. The pension from the employer, if any, 

together with an annuity that gives the required income stream to meet these expenses will 

give the comfort of knowing that there is a guaranteed income to take care of the essential 

needs.  Including variable annuity and inflation-adjusted annuity, whose returns counter the 

effects of inflation, inflation-indexed bonds, real estate rental income, and some equity 

exposure through hybrid mutual fund schemes, in the income mix will give inflation 

protection to the income. The advantage of the annuity product is that it guarantees returns 

for life, depending upon the option chosen. The disadvantage is the lower returns and the 

loss of purchasing power over time due to the effects of inflation. One way of dealing with it 

is to link the annuity’s contribution to the total income mix to the stage of retirement. In the 

early retirement years, an annuity’s contribution to total income can be lower and just 

enough to meet essential needs, and increase as the individual moves to mid and late 

retirement years. In the early retirement years, the income stream can have contributions 

from other guaranteed fixed income sources such as monthly income scheme (MIS) and 

Senior Citizen Savings Scheme offered by the Post office, other fixed income products such 

as bank fixed deposits, bonds and debentures, mutual fund schemes and some inflation-

protected investments such as real estate rentals, equity and others. The mix will improve 

the return of the overall income portfolio. The risk is that the fixed income products provide 

such income only for a specific period, depending upon the term of the investment product. 

The return may change when re-invested on maturity, unlike an annuity that is fixed for life. 

As the retirement progresses, individuals may be unable and unwilling to deal with the 

uncertainty in income and the administrative issues of making fresh investments as the 

earlier investments mature. As retirement progresses, the annuity may be a preferred 

product for income.  A portion of the corpus should be earmarked for growth that will 

effectively counter the effects of inflation on the overall portfolio. Holding some 

investments in assets whose returns beat inflation, such as equity and real estate, will help 

protect the investment portfolio from inflation. This should not be a large portion of the 

portfolio, as the ability to see an erosion in the capital, possible in such investments, will be 

lower in retirement. 

Apart from guaranteed regular income, the other features important to products that would 

form a major part of a retirement distribution portfolio include liquidity, tax advantages, 

capital preservation. The post-retirement portfolio will benefit from following the principles 

of asset allocation in investing the accumulated corpus. Creating a distribution portfolio by 

including investments across asset classes and sub-asset classes will help meet the 

investment objectives of generating income throughout the retirement life, protecting the 

portfolio from inflation and providing the necessary liquidity. 

The retirement plan has to consider the impact of taxation both at the time of transitioning 

the portfolio from growth-orientation to income-orientation, and at the time of drawing 

income from the corpus. Many products used for accumulation will treat the appreciation as 
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long-term capital gains and provide the benefit of indexation in calculating the capital gain 

tax payable. This includes mutual fund units. In case of equity products there would be no 

taxation on long-term capital gains. Other tax-advantaged products include investments in 

the public provident fund and provident fund schemes, insurance products that are 

completely tax-free on maturity, and the NPS where there is no tax on the amount used to 

buy the annuity. Similarly, pension plans of insurance companies allow commutation of up 

to 1/3rd of the vesting amount which is exempt from tax. Others like bank fixed deposits, 

bonds and debentures typically have returns that are taxable. While considering products 

for accumulation consider the post-tax returns, which is what the investor will actually earn. 

Income received from most products will be taxed according to the tax rates applicable on 

income. There are bonds issued by public sector enterprises like HUDCO that provide tax 

free interest income. These bonds are issued for tenors of 15 years-20 years and offer a 

good income option in retirement. But they are available infrequently and there may be a 

restriction on individual subscriptions. Apart from these bonds, fixed income products 

suitable for generating income in retirement, including annuities, fixed deposits and savings 

schemes. Income from these products however is taxable. Returns from hybrid debt-

oriented mutual funds, such as Monthly Income Plans, offer better returns, from the limited 

equity exposure, and the return can be structured to reduce taxes. For example, since the 

dividends from such schemes imply dividend distribution tax of 25percent, investors can use 

the systematic withdrawal plan to redeem units to generate the income from the 

investment and pay long term capital gains at 20percent after indexation. Other income, 

such as rental income, is also taxable as income from property. However, the taxability of 

rental income can be reduced using deductions allowed under the Income Tax Act. Income 

earned in the form of dividends or long-term capital gains from equity investments are 

exempt from tax. However, given the risk of volatility, portfolios in retirement should have 

limited exposure to equity. 

The strategies to maximize post-tax returns in retirement is discussed in Chapter 8. 

Set in place a simple automated system to receive all income in retirement to a particular 

bank account. Consolidating in a single account will give a better idea of available income 

and help manage expenses within the available income. 

Managing inadequacy of Income 

The income from the corpus may prove to be less than what is desired for a comfortable 

retirement. There are many ways in which this can be handled. Some of the options are: 

 Postpone retirement so that there is more time to accumulate more funds, and 

simultaneously reduce the years in the retirement period for which income has to be 

provided. 

 Consider a second career or employment in retirement. 
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 Budget to reduce discretionary expenses so that the expenses can be managed 

within the available income. 

 Seek financial assistance from family. 

 Consider the reverse mortgage scheme if the retiree owns the residence. 

These options are discussed in greater detail in chapter 8. 

3.5 Risks in Distribution Stage 

The primary risk in the distribution stage is that the income generated from the retirement 

corpus accumulated in the accumulation stage is inadequate to meet the expenses in 

retirement. The reasons that may result in the inadequacy are discussed below. 

3.5.1 Underestimating Retirement Needs 

The expenses in retirement may be underestimated in the planning stage, resulting in the 

corpus required being more than what is accumulated. Some of the reasons for 

underestimating the needs include the following: 

Longevity is the risk of living longer than estimated and running out of retirement funds. 

The need to manage the risk of longevity may be realized at different stages in retirement. 

The pre-retirement stage is the best time to assess if the years in retirement has been 

underestimated. Ramping up savings allocated to retirement and rationalizing expenses in 

retirement are ways to deal with it. Closer to retirement when increasing the corpus is not 

an option available then delaying the retirement or considering a second career in 

retirement that will provide a stream income that reduces and delays  drawing from the 

retirement corpus. Buying a deferred annuity that allows locking-in a lifetime income 

starting later in the retirement stage is another way to ensure an income stream throughout 

retirement.  Managing the risk of longevity is most difficult in the mid or late retirement 

stages. Converting assets, like real estate, jewellery and others, into financial resources is 

one way of doing it. The reverse mortgage scheme allows monetizing the primary residence 

also into a stream of income till the end of life. 

Inflation applies a continuously upward pressure on the sum of money required to meet 

expenses. It is important to incorporate the effects of inflation on expenses through the 

retirement period. Ignoring inflation or underestimating the effect of inflation would imply 

underestimating the costs that have to be met, and therefore the corpus required to fund 

retirement. As discussed earlier in the chapter, the distribution portfolio in retirement must 

hold products that generate income and products with returns that are able to beat 

inflation to reduce the stress on the corpus.  

Underestimating expenses in the planning stage can result in the income from the corpus 

being inadequate to meet the expenses. The expense that is most likely to be 

underestimated are expenses related to health. Periodically assessing the health situation 

and the funds required to meet the expenses may help in ensuring that the savings are 
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adjusted for the additional funds required. Taking health insurance in time may help meet 

some of the likely expenses.  

The large retirement corpus can be a temptation to splurge, especially at the start of 

retirement when there is time on hand to pursue interests. But if this large expense was not 

part of the expenses based on which the corpus was created, then there is a good chance 

that the large outflow is going to affect the ability to meet the expenses for which the 

corpus was created. A large withdrawal early in the retirement period limits the benefits of 

compounding to the corpus and therefore has a bigger impact as compared to a similar 

sized withdrawal in the middle or later years of retirement.  

3.5.2 Lower Level of Retirement Savings and Investment 

The retirement plan will define the periodical savings that need to be made and invested to 

accumulate the corpus required. For example, if a corpus of around Rs. One crore has to be 

accumulated over a period of 25 years, then the monthly savings required is Rs.5322 if the 

investments will generate 12percent. Assume that the individual is able to save only Rs.4000 

per month. Then the corpus available is likely to be around Rs. 75 lakhs. The shortfall in the 

corpus will mean that the income generated will be lower in retirement. 

Living by a realistic budget to find the savings required is the prudent way to avoid such a 

situation. Periodically monitoring the level of accumulation will help identify shortfalls and 

see if there are adjustments that can be made to the level of savings. For example, if the 

savings possible in the first 10 years is only Rs.4000 per month as against the required 

savings of Rs.5332, then in the remaining 15 years the savings has to go up to Rs.18200 per 

month to make up the shortfall to reach the required corpus. The ability to save is likely to 

have gone up in this period and it may be possible to make the additional savings required. 

(The FV and PMT functions in MS Excel can be used to make the above calculations) 

3.5.3 Investing Conservatively or Aggressively 

The savings made are invested to earn returns to generate the corpus required in 

retirement. If the individual chooses to invest in investments that have lower risk, then the 

returns earned will also be lower. This will reduce the final corpus that is accumulated. For 

example, in the previous example if the investment earned 10percent instead of 12percent 

then the corpus in 25 years with a monthly saving for Rs.5,322 will be only Rs.70 lakhs. 

Given the long investment horizon, investing in products with lower risk and returns, may 

mean that the savings are not being utilized to their full potential. 

On the other hand, taking excessive risks with the savings may result in losing the principal 

beyond any redemption. Select investments that are well regulated, provide transparency in 

its features and all information required to evaluate it at the time of investment and 

subsequently, and the flexibility to exit if necessary. 
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3.5.4 Lower than Expected Growth in Investments 

The savings may be invested in products suitable for the available investment horizon but 

may still suffer from lower returns if the growth in investments is not as expected. If the 

investment that was expected to earn a 12percent growth manages to generate only 

10percent, then the impact will be seen on the final corpus. Holding a diversified portfolio 

and monitoring the performance of the investments atleast once a year will help spot 

underperformance. Switching out funds from underperforming investments to those that 

are expected to do well is the way to protect the portfolio from lower growth. 

3.5.5 Fall in Annuity Rates and Interest Rates 

The income in retirement will depend upon the interest income that is available on 

investments at the time when the growth assets are converted to income streams. If the 

interest rates are low then the retiree will be stuck with a low income portfolio. Buying into 

products such as annuities when the interest rates are low will mean that the retiree will be 

stuck with low income for life.  Staggering investment into income generating products over 

a period of time is one way of ensuring that the retiree can avoid the risk of investing all the 

retirement funds when interest rates are low. Holding a diversified income portfolio built 

over time will provide the protection that the retiree needs. 

3.5.6 Risks of Early Withdrawal 

Withdrawing from accumulated corpus at an early stage will result in shortfall in the target 

corpus in retirement period. The benefit of compounding will not be reaped if large amount 

is withdrawn early. 

3.6 Monitor and Update the Retirement Plan 

The retirement plan lays out the financial roadmap for reaching the retirement goal. Given 

the long period to retirement there is a good chance that many of the variables that were 

factored into calculating the retirement corpus required may change. These changes have to 

be accounted in the calculations if the retirement corpus has to remain relevant to the 

individual’s needs.  

An important part of the plan should be a schedule for reviewing the plan. The purpose of 

the review should be the following: 

 To identify any significant change in needs. For example, if there is a deterioration in 

the health of the individual or dependents then the corpus required may have to be 

increased to generate higher income for the additional expenses. Or, it may mean 

that the number of years in retirement may come down if the health condition is 

serious. 

 To assess the need for a change in investment strategy. A change in the risk 

tolerance levels of the individual may mean that the portfolio may need to be 

rebalanced to reflect the new preference. 
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 To identify changes in inflation numbers that will affect the estimation of the 

expenses to be met in retirement. 

 To identify changes in the investment returns expected, which will affect the corpus 

value in the accumulation period and the generation of income in the distribution 

stage.  

 To monitor the performance of the investment portfolio. This is essential to identify 

underperforming investments and switch funds so that the poor returns does not 

affect the goal. 

 To review beneficiaries identified in different investments through nominations, 

joint holdings and other means. 

The review may be on a fixed schedule, say annual. This would be relevant for some 

elements of the plan such as monitoring the performance of the investment portfolio. The 

relevance of inflation rates and investment rates will need to be monitored in response to 

changes in economic cycles. 

3.6.1 Change in Needs 

A change in the needs of the individual will trigger a review. This may be in the expected life 

style in retirement which may mean that a higher or lower income is required in retirement. 

Accordingly, the corpus required will change and this will have an impact on the savings 

required. 

3.6.2 Change in Life Cycle 

A change in the lifecycle has an impact on the income, expenses, savings, risk tolerance and 

other factors that have a financial implication for the goal. As incomes increase and 

expenses stabilize, it is possible to increase savings assigned to the goal. Similarly, the risk 

tolerance may change and these have to be considered in the portfolio construction.  

3.6.3 Change in Life Events 

Life events such as marriage, birth, death, significant changes in income from employment 

or otherwise, significant change in expenses, may all trigger modifications to the retirement 

plan. Unexpected events like a disability and additional personal responsibilities will also 

affect financial situations.  It may take the form of increase or decrease in savings, ability to 

take risks and a resultant change in the portfolio.  

3.7 Behavioural Bias in Decision Making 

Creating and managing the retirement portfolio, both in the accumulation stage and 

distribution stage, can be affected by behavioural biases that individuals may exhibit in 

dealing with money. For example investors may cultivate a belief that they have the ability 

to outperform the market based on some investing successes. This is called optimism or 

confidence bias and can put the retirement at risk if it led to making unsuitable investment 
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choices. Familiarity bias leads investors to choose what they are comfortable with. This may 

mean that they include asset classes that they are familiar or comfortable with, stocks or 

sectors on which they have greater information and so on rather than investing in assets 

what their portfolio and stage of retirement demands. Anchoring is when investors hold on 

to some information that may no longer be relevant, and make their decisions based on 

that. Holding on to losing stocks in expectation of the price regaining levels that are no 

longer viable given current information is an example of this and may lead to the portfolio 

underperforming. The fear of losses may lead to inaction. This may lead to funds remaining 

un-invested or underinvested and in the long run affect the final value of the retirement 

corpus. Herd mentality and recency bias may lead to investors making sub-optimal decisions 

and choices based on what other investors are doing or recent experiences.6 Individual 

investors can reduce the effect of such biases by adopting a few techniques. As far as 

possible the focus should be on data and what it is saying. Setting in place automated and 

process-oriented investing and reviewing methods can help biases such as inertia and 

inaction. Facility such as systematic investing helps here. Over evaluation can be avoided by 

doing reviews to a schedule. Investing strategies such as value investing, which is contrarian 

in nature; helps avoid the effect of herd mentality.  It is always good to have an adviser the 

investor can trust who will take a more objective view of the investor’s finances in making 

decisions and will also help prevent biases from creeping in. 

 

                                                           
6
 Herd Mentality: This bias is an outcome of uncertainty and a belief that others may have better information, 

which leads investors to follow the investment choices that others make.  
Recency Bias: The impact of recent events on decision making can be very strong. This applies equally to 
positive and negative experiences. Investors tend to extrapolate the event into the future and expect it to 
repeat.  
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Sample Questions 

 

1. At which stage is it good to reduce the proportion of growth assets in the portfolio?  

a. Middle earning years 

b. Young earning years 

c. Pre-retirement stage 

d. Young families  

 

2. Which of these expenses are likely to be higher in retirement?   

a. Housing 

b. Transportation 

c. Personal needs 

d. Health related expenses  

 

3. What should be the investment objective of the portfolio assigned to accumulating the 

retirement corpus?   

a. Growth 

b. Lowering risk 

c. Regular income 

d. Maximising returns  

 

4. Which of the following features of growth assets make them unsuitable to hold in the 

portfolio as retirement comes close?   

a. High level of returns 

b. Income-orientation of returns 

c. Low level of returns 

d. Volatility in returns  
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CHAPTER 4: RETIREMENT PLANNING PRODUCTS: NATIONAL PENSION 

SYSTEM 

 

 

 

 

 

 

 

4.1 National Pension System 

The Pension Fund Regulatory and Development Authority (PFRDA) was established in 2003 

to develop and regulate the pension market in India. 

The National Pension System (NPS) is a defined contribution scheme launched by PFRDA in 

2004 for Government employees and subsequently in 2009 for all citizens on a voluntary 

basis. The NPS Corporate Sector model was launched in 2011 to add one more option for 

employers to provide retirement benefits for their employees. The Atal Pension Yojana 

(APY) was launched in 2015-16 to provide a guaranteed pension cover to people in the 

unorganized sector. All these models are provided under the NPS architecture with the 

common aim of providing income security during retirement. 

The eligible subscribers to the NPS are allotted a 12-digit unique Permanent Retirement 

Account Number (PRAN) on registration with the NPS system. All activities of the subscriber, 

such as contributions, investments, nominations and withdrawals are recorded under the 

PRAN.  The PRAN is portable across employers, whether in the government sector, private 

sector or self-employed.  

The NPS is a contributory pension system where the subscriber contributes to the fund over 

their working life and at retirement draw the corpus so created to buy an annuity that will 

provide regular income in retirement. The money contributed by the subscriber (and 

employer, where applicable) is invested in the fund(s) chosen by them from the options 

provided by the NPS system. The expected risk and return from each fund will depend upon 

the type of investments it shall hold, which will be declared upfront. There is no guaranteed 

return or principal protection in the NPS. Subscribers earn market returns on their 

contribution and the pension drawn will depend on the corpus that is available to buy the 

annuity on retirement. 

LEARNING OBJECTIVES: 

After studying this chapter, you should know about: 

 Features and Benefits of National Pension System 

 How NPS works? 

 Basic requirements for investing in the NPS 

 Procedure for investing in NPS 

 Taxation aspects of investing in NPS 
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The pension funds pool the contribution of different subscribers. The money so contributed 

is invested in a portfolio of securities according to the investment objective of the respective 

fund and regulatory norms laid down by PFRDA, and managed by fund managers appointed 

by the PFRDA. The contributions made periodically along with the returns earned will 

accumulate over time in each subscriber’s individual account to form the retirement corpus. 

Longer the period of investments, higher will be the retirement corpus available to the 

subscriber from the contributions made, returns earned and the benefits of compounding. 

There is no defined benefit available at the time of exit. The NPS gives the subscriber the 

flexibility to choose the following: 

 the contribution they want to make (except in the government model where there is 

a prescribed minimum contribution by the employee),  

 the period for which they will make the contribution,  

 the type of funds in which  the contribution has to be invested to earn returns,  

 the fund manager who will manage the funds, and  

 the facility to track the performance of their funds and switch between funds and 

fund managers, depending upon their performance or changes in the risk and return 

preferences of the subscriber.  

4.1.1 Intermediaries and Constituents of the NPS 

The different intermediaries and constituents of the NPS is illustrated in Chart 4.1. 

Chart 4.1 NPS Architecture 

 

Source: NSDL 
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NPS Regulators 

The PFRDA is the regulator of the NPS. The PFRDA is the authority established under the 

Pension Fund Regulatory and Development Authority Act, 2013 to promote old age income 

security by establishing, developing and regulating pension funds. The PFRDA approves the 

schemes and its terms offered by the NPS, defines the eligibility norms for intermediaries, 

registers and regulates the intermediaries and establishes the mechanism for protecting the 

interests of the subscribers through various regulations and guidelines issued from time to 

time. The PFRDA directs and regulates the various aspects of the scheme via regulations, 

guidelines, and circulars. 

NPS Constituents 

The NPS system consists of the NPS Trust, Central Recordkeeping Agency (CRA), Pension 

Fund Managers (PFM), Trustee Bank, Points of Presence (POP), Custodian and Annuity 

Providers. 

NPS Trust  

The NPS Trust is a trust set up under the Indian Trusts Act. The primary function of the NPS 

Trust is to hold and manage the assets and funds created out of the contributions made by 

the subscribers and held in their beneficial interest. The creation of the Trust, the 

appointment of the Trustees and the duties and responsibilities of the Board of Trustees will 

be defined by the Trust deed executed by the PFRDA in favour of the Trustees. The Board of 

Trustees have the fiduciary responsibility for taking care of the funds and protecting the 

subscribers’ interests. The NPS Trust has the responsibility to monitor and evaluate the 

functioning of all the intermediaries involved in registering subscribers, collecting, 

managing, distributing and recordkeeping of funds accumulated under the NPS. This 

includes intermediaries like the Central Record Keeping Agency (CRA), Points of Presence, 

Trustee Bank, Pension Fund Managers, Custodians and other entities.  The securities and 

other permitted instruments purchased by each pension fund will be in the name of the NPS 

Trust and held in the custodial account of the NPS Trust. The beneficial owners of these 

assets are the individual NPS subscribers. 

Points of Presence (PoP)  

The PoP is the first point of interaction between the subscriber and the NPS and constitutes 

the backbone of a strong and effective distribution system for the NPS.  The registered PoPs 

have authorized branches to act as collection points and extend services to customers, 

called POP-Service providers (PoP-SP). The functions of the PoP includes:  

 Providing information and addressing questions of prospective subscribers 

 Acceptance of forms and KYC documents, and subscriber registration 

 Verifying the KYC documents submitted by the subscriber 

 Processing subscriber contributions  



98 
 

o Verifying PRAN card details provided on the deposit slip 

o Collection and verification of contributions that may be received by 

cash/local cheque/demand draft/ electronic clearing systems 

o Collection/deduction of contribution processing fee and issuing a receipt 

for the same 

o Uploading contribution details online onto the CRA system in respect of 

subscribers from whom clear funds are available 

o Remit clear funds to the NPS Trust account maintained with the trustee 

bank on atleast T+1 basis 

 Maintaining records of subscriber applications, subscriptions and other details 

 Processing requests for change in personal details 

 Processing requests for change in investment scheme/fund manager 

 Processing request for change in PoP-SP 

 Receiving withdrawal request 

o The PoP will transmit the request to the CRA. The trustee bank will credit 

the amount to the subscriber’s account or issue a pay order, on receipt of 

instructions from the CRA 

 Processing subscriber shifting from one model to the other 

 Issuing printed account statement 

 Accepting grievances from subscribers and uploading the same on the central 

grievance management system (CGMS) of CRA on a daily basis. Receiving and 

addressing grievances raised by  subscribers against the PoP/PoP-SP on the CRA 

call centre or the CGMS. 

Aggregators 

Aggregators are intermediaries who perform subscriber interface functions under the NPS 

Lite/ Swavalamban schemes. Entities eligible to be registered as aggregators include nodal 

offices or entities managing the pension schemes for identified beneficiary groups under the 

central and state government, scheduled commercial banks, financial institutions, regional 

rural banks, India post, insurance companies, micro-finance institutions, Housing finance 

institutions and others. The roles and responsibilities of the aggregator include the 

following: 

 Ensuring compliance with the KYC norms 

 Collecting the contributions from the subscribers and transmitting the same to the 

trustee bank 

 Discharging duties relating to transfer of funds and data in the prescribed time 

 Aggregators shall provide services related to subsequent transactions and other 

services like Switch/Scheme preference change, shifting of Aggregator 

 Handling grievances of the subscribers and its resolution according to the norms laid 

down by PFRDA 
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 Dispatching of statement of accounts and other documents related to the 

investments to the subscribers 

 

Central Record-keeping Agency (CRA)  

The CRA is the core infrastructure of the NPS. NSDL e-Governance Infrastructure Ltd. 

andKarvy Computershare Private Limited are the two CRAs for the NPS.7The CRA is 

responsible for building, operating and maintaining the infrastructure required for the NPS 

system. The main functions include: 

 Maintaining subscriber records, administration and customer service functions. 

 Issuing Permanent Retirement Account Number (PRAN) for each subscriber, 

maintaining the database of all PRANs and recording transactions relating to 

each PRAN. 

 Issuing PRAN card, User-ID, I-PIN and T-PIN to subscribers to view account details 

and access the call centre. 

 Providing account maintenance services to the subscribers such as change of 

scheme. Change in demographic details, claims processing and others. 

 Acting as the interface between the various intermediaries of the NPS system. 

This includes monitoring contributions by each member and instructions and 

communication of the same to the pension funds. 

 Periodically sending PRAN statement to each member at the end of the financial 

year within 3 months. 

 Providing a centralized grievance management system.  

 Providing timely fund allocation to fund managers, measuring fund performance 

using NAVs declared by the fund managers. 

 Coordinating instructions with the trustee bank for remitting withdrawal funds to 

subscriber’s account and to annuity service provider for the annuity scheme 

 Creating, establishing and updating network and infrastructure across the 

country, modules, processes and utilities to address the needs of the different 

stakeholders. 

 

 

CRA- Facilitation Centres (CRA-FC) 

 

The CRA- Facilitation Centres are entities appointed by the CRA to provide various services 

to PoPs. CRA-FCs will typically have multiple branches around the country. The services 

offered by CRA-FC include 

 Accepting application for allotment of new PRAN 

                                                           
7Investors have the option to select between either of the two CRAs from February 15, 2017. 



100 
 

 Accepting subscriber request for change in signature or change in photograph 

 

Pension Fund Managers (PFM) 

There are professional fund managers appointed by the PFRDA for receiving contributions 

made by the subscribers, investing the corpus in a portfolio of securities and managing 

them, and making payments to the subscribers according to the rules laid down by the 

PFRDA. Currently the fund managers in the NPS system are –ICICI Prudential Pension Fund 

Management Company Ltd., LIC Pension Fund Ltd, Kotak Mahindra Pension Fund Ltd., 

Reliance Capital Pension Fund Ltd., SBI Pension Funds Pvt. Ltd., UTI Retirement Solutions 

Ltd, Birla Sun Life Pension Management Ltd. and HDFC Pension Management Co Ltd. Of 

these, the fund managers allowed to handle the pension funds of the government 

employees are LIC Pension Fund Ltd., SBI Pension Funds Pvt. Ltd and UTI Retirement 

Solutions Ltd.  The functions of fund managers include: 

 Investing the contributions as per the mandate  

 Constructing the scheme portfolio 

 Maintaining books and records,  

 Reporting  to authorities at periodic intervals 

 Making public disclosures  

 

To be eligible for registering as pension fund managers, their promoters, also called 

sponsors, are required to meet eligibility norms laid down in the PFRDA (Pension Fund) 

Regulations, 2015. These include: 

 Fund management experience of at least 5 years in equity and debt markets  

 Engagement in  financial business activity 

 Regulated by regulators such as SEBI, IRDAI and others 

 Tangible networth of at least Rs.25 crores on the last day of each of the preceding 

five financial years and profit after tax in 3 of the 5 preceding financial years, with no 

cash loss in the preceding five years.  

 Contribution of at least 20 percent of the tangible net worth of the pension fund 

The pension funds need to meet the following stipulations: 

 At least 50 percent of the directors of the pension fund shall have adequate 

experience in the field of financial services. 

 At least 50 percent of the directors of the pension fund will be independent 

directors. 

 The key personnel should have adequate experience in the requisite field. 

 The pension fund and sponsor meet the requirements of ‘fit and proper person’ as 

specified in the regulation. 

 

Before commencing operations, the pension fund manager is required to enter into an 

Investment Management Agreement with the NPS Trust. The Investment Management 
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Agreement lays out the clauses based on which the pension fund will manage the assets of 

the schemes. 

 

Apart from the Investment Management Agreement, the pension fund shall also enter into 

agreements with the Central Recordkeeping Agency, Trustee Bank and Custodian of the NPS 

to facilitate the management and flow of funds, securities and information. 

 

Trustee Bank  

The trustee bank handles the funds side of the transactions between various entities. It is 

authorized to hold the funds on behalf of the NPS Trust for the beneficial interests of the 

subscribers of the NPS. The PFRDA (Trustee Bank) Regulations, 2015 lays down the eligibility 

criteria for an entity to be considered for appointment as the trustee bank for the NPS. 

These are as follows: 

 It should be a scheduled commercial bank, registered and regulated by the RBI with 

extensive rural and urban network of branches as may be specified in the selection process. 

 It should have made a net profit in the last three consecutive financial years and 

must satisfy the minimum capital adequacy ratio specified by the RBI. 

 It is authorized to undertake the business of the central and state governments 

 All the branches should be networked and the bank should have Cash Management 

Services business. 

 

Axis Bank Ltd. is currently the designated trustee bank for the NPS.  Its role is to facilitate 

fund transfers across subscribers, fund managers and the annuity service providers based 

on the instructions received from the CRA. The trustee bank receives funds from the nodal 

offices across sectors, reconciles it with the subscriber contribution file and transfers it to 

the pension fund managers, annuity service providers and other intermediaries. The trustee 

bank holds the funds in the name of the NPS Trust and the subscribers are the beneficial 

owners.  

Annuity Service Providers  

Annuity Service Providers (ASPs) are appointed by the PFRDA to provide the annuity to the 

subscribers through their various schemes. Investors can chose any ASP from which to buy 

the annuity and the ASP will provide the monthly pension to the subscriber for the rest of 

their lives. The ASPs that have been appointed are Life Insurance Corporation of India, HDFC 

Life Insurance Co. Ltd., ICICI Prudential Life Insurance Co. Ltd., SBI Life Insurance Co. Ltd., 

Star Union Dai-ichi Life Insurance Co. Ltd., Bajaj Allianz Life Insurance Co. Ltd., Reliance Life 

Insurance Co. Ltd. 

Custodian  

The custodian handles the security side of the transactions. The custodian(s) appointed by 

the NPS should be registered as such with SEBI and any cross holding by any pension fund or 
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its sponsors, trustee bank or central recordkeeping agency should be less than 50 percent. 

The securities bought for the NPS trust are held by the custodian, who also facilitates 

securities transactions by making and accepting delivery of securities. The PFRDA has 

appointed the Stock Holding Corporation of India Ltd. as the custodian. The functions 

include: 

 Maintaining details of securities held 

 Collecting the benefits on securities 

 Informing about the actions of the issuers of securities held that may impact the 

benefits. 

4.1.2 Models under the NPS 

The National Pension System (NPS) platform offers different models to suit the different 

specifications of its users. These include 

 The Government model for the Central and State Government Employees and also 

employees of Central Autonomous and State Autonomous Bodies. 

 The All Citizens model as a voluntary contribution scheme available to all eligible 

subscribers 

 The Corporate model for companies wishing to use the NPS platform to provide 

retirement benefit to its employees 

 The Atal Pension Yojana for unorganised sector.  

All the models broadly use the NPS architecture to provide the systems to aggregate the 

contributions of the subscribers, invest it to accumulate pension wealth and provide the 

pensions at retirement.  

The Government model is applicable for all Central government employees (except armed 

forces) who joined service on and after 1st January, 2004. This model is also available to 

central and state autonomous bodies. The individuals mandatorily subscribe to the NPS on 

becoming government employees following the process prescribed for the same. Every 

month 10 percent of salary (Basic+DA) will be contributed by the employee and an 

equivalent sum by the government to the individual retirement account of the subscriber. 

Thus the government has moved from a defined benefit (DB) pension system to a defined 

contribution (DC) pension system for its employees.  

Government employees covered under the government model of the NPS submit the duly 

filled in application form for allotment of the Permanent Retirement Account Number 

(PRAN) to the Drawing and Disbursing Officer (DDO) attached to the employee. The 

application form requires the name, address, date of birth, bank details, nominee details, 

signature and latest photograph. The DDO verifies the information provided and certifies 

the employment details in the application form and attest the date of birth as filled in the 

application form. The application is forwarded to the Central Recordkeeping Agency (CRA). 
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Once the PRAN is generated by the CRA, the PRAN kit is distributed to the subscribers. The 

DDO is also responsible for forwarding any requests for change in details, withdrawal 

requests, and grievances of the subscriber.   

Under the Government model, the contribution may be invested as per the investment 

guidelines issued by PFRDA wherein maximum 15 percent of the contribution can be 

invested in equity-oriented investments and the rest in fixed income securities. Subscribers 

in the government model do not have a choice on how their contribution will be invested. 

The pension fund managers authorized to invest these funds are LIC Pension Fund Limited, 

SBI Pension Funds Pvt. Ltd., UTI Retirement Solutions Ltd. The subscribers’ funds will be 

allocated among the fund managers in a predefined ratio. The government pays the cost 

related to opening and maintaining the Tier I account, which is the primary retirement 

savings account. The Tier II account is the voluntary investment account that each NPS Tier I 

account holder is entitled to open. The account may be opened by contacting any PoP-SP 

under the NPS or online through the eNPS platform. The charges associated with the Tier II 

account is borne by the subscriber. Investment of the funds contributed in the Tier II 

accounts will be according to the choices made by the subscriber on asset allocation and 

fund managers. 

The contributions of each subscriber to the Tier I account is deducted mandatorily from the 

salary of the employee each month, and it is invested along with the matching contribution 

made by the employer.   

Withdrawal and other details under the government model will be according to the terms 

laid down under the NPS and discussed later in this chapter.  

The All citizens model of the NPS is available for all citizens of India who meet the eligibility 

conditions specified. The subscriber signs on directly for this model and makes periodic 

voluntary contributions. The subscriber will decide how the funds contributed will be 

invested in debt and equity investments offered by the NPS.  The charges associated with 

opening and maintaining the Tier I account which is the retirement savings account and the 

Tier II account or investment account is paid by the subscriber. The procedure for opening 

and maintaining the NPS account, the choices available to the subscriber on the way the 

funds are managed and the other financial and non-financial transactions are discussed in 

the subsequent sections of this chapter. 

The Corporate model of the NPS is available to entities registered under the Companies Act, 

various Cooperative Acts, Central and State Public Sector Enterprises, Partnership firms and 

Limited Liability Partnerships, Proprietorships, Trusts and Societies. Companies can extend 

the benefit of NPS to their employees. The advantage to the company is that they can 

provide retirement benefits to their employees using the established NPS instead of taking 

on the responsibility of setting up and managing trusts, investing the funds and providing 

annuity. The contribution to the retirement account may be made by the employer alone, 

employee alone, or the employer and employee in any decided proportion. The subscription 
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limits, investment options, charges and other operational details, including withdrawal, are 

the same as specified under the regulations that govern the All Citizens Model of the NPS.  

The choice of fund manager and investment option (asset allocation between debt and 

equity investments) can be made either at employer level or the employer may give that 

flexibility to the employees. The contributions of the employees and employer, if applicable, 

will be routed through the Point of Presence (PoP)/PoP-SP with which the company has tied 

up to provide the service. The charges for maintaining the Tier I retirement savings account 

will be borne either by the corporate or by the employee, at the discretion of the corporate. 

If the employee chooses to add on a Tier II investment account, then the charges associated 

are borne individually by the employee.  

The NPS allows the flexibility to the subscriber to transfer the retirement account between 

sectors. The subscriber can move the account between employers in the event of a change 

in employment from the State government to Central government or vice versa, or to the 

corporate sector or to the All Citizens model, as the case may be. 

The Atal Pension Yojana (APY) was launched to provide defined pension to the weaker 

sections of the society, based on contributions made and the period of contribution. The 

scheme is available for citizens of India working in the unorganized sectors. The scheme is 

offered through the National Pension System (NPS) administered by the PFRDA. The 

subscriber will draw minimum fixed pension of Rs.1000, Rs.2000, Rs.3000, Rs.4000, Rs.5000 

per month from the age of 60 years depending on their contributions, which itself would 

vary on the age of joining the APY. For example a contribution of Rs.210 per month from age 

18 will guarantee a monthly pension of Rs.5000 from age 60 onwards. For the same 

pension, the amount of contribution required at age 30 is Rs.577 and at age 40 it is Rs.1454. 

Earlier the age of joining, lower will be the contribution required to earn the targeted 

pension amount. The Government of India will also contribute 50 percent of the 

contribution amount or Rs.1000 per annum whichever is lower for the period of five years 

beginning 2015-16 to 2019-20. The Government’s contribution is applicable for subscribers 

who signed up for APY before March 31, 2016. Workers in the unorganized sector who 

subscribe to the APY will not be eligible for the co-contribution by the GoI if the pay is 

covered under any other existing social security scheme such as the EPF, or if the person is 

an income tax payer. The pension is guaranteed by the Government of India. 

The subscriber must be a bank account holder between the age of 18 years and 40 years at 

the time of joining the APY.  The earlier Swavalamban Scheme subscribers between ages 18-

40 years have also been migrated automatically to the APY. They must have an Aadhaar 

number and provide proof of the same or the proof of having made the request for Aadhaar 

enrolment. The existing Swavalamban beneficiaries opting out from the automatic 

migration to APY would continue with Swavalamban Scheme till they attain the age of exit 

under that scheme. A valid mobile number may also be given to facilitate the 

communication regarding contribution.  
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The APY is implemented through the branches of scheduled commercial banks and Core 

Banking enabled Post Offices. Applicants who have net banking facilities can make the 

application online on the net banking platforms.  Other entities such as Non-Banking 

Financial Services Companies, Micro-Finance Institutions and Mutual Fund agents can act as 

business correspondents to source business for the banks. A bank account holder can open 

an account by submitting the APY form duly filled in, Aadhaar number and mobile phone 

details and depositing the initial contribution. It is mandatory to provide the savings bank 

account details and authorization letter to enable the bank/post office to automatically 

debit the amount of contribution each month/quarter/half-year from the subscribers 

account. A non-bank account holder needs to provide KYC documents and Aadhaar number 

and open a bank account first and then the APY account. The PRAN will be generated 

immediately and provided by the bank.  

The contribution will depend upon the age of the subscriber which will determine the years 

of contribution till age 60 and the amount of pension selected. The initial contribution will 

be debited from the bank account immediately. Subsequent contributions will be debited 

on the same date each month, and the subscriber should ensure that the account is 

adequately funded. In case of default there will be a penalty imposed. If the account is not 

adequately funded then it will be considered as a default and the contribution will have to 

be paid in the subsequent payment cycle, along with the overdue interest for delayed 

contribution. Deduction will be made from the subscriber’s account for account 

maintenance charges and other charges. This will be done even if the account is in 

continuous default on contributions. The account will be closed when the corpus comes 

down to zero. The Government’s contribution, if any, to an account in default that is being 

closed, will be returned to the government. The APY contributions by subscribers are 

invested according to the norms specified by the government predominantly in government 

securities, term deposits, other debt securities. The subscribers do not have a choice on 

investment pattern or pension fund. 

On attaining 60 years the chosen pension amount will be provided to the subscriber, and on 

the death of the subscriber to his/her spouse. Exit before 60 years will be permitted only in 

special cases. 

4.1.3 Types of NPS Account  

Each subscriber can open two types of accounts with the NPS: the Tier I account is the 

primary retirement savings account while the Tier II account is a voluntary investment 

account. Both accounts are offered under the same NPS architecture and have the same 

facilities and investor protection mechanisms. A subscriber can hold only one Tier I and one 

Tier II account. 

The Tier I account is opened at a Point of Presence (PoP) by a subscriber eligible to do so by 

completing the prescribed formalities. The Tier I account is the retirement account and has 

restrictions on the withdrawal of funds from the account and its end usage. As discussed 
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earlier, there are different models through which a subscriber can subscribe to a Tier I 

account. Depending upon the model, the contribution to the Tier I account may be made by 

the subscriber alone or by subscriber and employer, as the case maybe. The choice of the 

pension fund manager and investment options for the Tier I account will depend upon the 

model, as explained in section 4.1.2. A subscriber can make a maximum of three 

nominations to the Tier I account and specify the percentage allocated to each nominee. 

A subscriber must have a Tier I account to be able to open a Tier II account. No separate KYC 

formalities need to be complied with for the Tier II account for subscribers who have 

already complied with the same at the time of opening the Tier I account and have been 

issued a Permanent Retirement Account Number (PRAN) card. Proof of identity and proof of 

address have to be provided. Bank account details need not mandatorily be provided at the 

time of opening the Tier I account. However, it is essential to provide bank account details, 

including account number, bank name, branch and address, MICR code and IFS code, at the 

time of opening the Tier II account. A cancelled cheque has to accompany the application 

form. There are no charges for opening a Tier II account. It may be opened along with the 

Tier I account or subsequently at any time provided the subscriber has an active Tier I 

account. For NPS subscribers under the All Citizens Model, the PoP through which the Tier II 

account is activated should be the same as the one through which the Tier I account was 

registered. Subscribers who have registered on the NPS under the government model may 

activate the Tier II account through any PoP. The Tier II account will have the same schemes 

and fund manager options that the Tier I account has to offer. The subscriber can choose a 

different pension fund manager and investment options for Tier I and Tier II accounts. The 

subscriber has the facility to make fresh nominations for the Tier II account. The 

nominations made in the Tier I account of the subscriber will not be applicable to the Tier II 

account. 

Contribution to the Tier I account could be from the subscriber and the employer, where 

applicable. Subscription to the Tier II account is voluntary and only from the subscriber. 

There should be at least one contribution made to the Tier I account in a financial year.  The 

use of the accumulated corpus in the Tier I account by the subscriber is regulated by the 

PFRDA (Exit and Withdrawal from NPS) Regulations, 2015. A specified proportion of the 

corpus has to be used to buy a life annuity from any of the Life Insurance Companies 

regulated by the IRDAI. There is no such restriction on the use of funds accumulated in the 

Tier II account. Funds can be withdrawn at any time from the Tier II account for any use and 

the subscriber can even transfer funds from the Tier II to Tier I account. Transfer from the 

Tier I account to the Tier II account is, however, not permitted. Third-party contributions are 

no longer allowed into the Tier II account. The PoP/nodal office has to ensure that the 

contributions are being made through the subscriber’s bank account from his legitimate 

source of income. A declaration to this effect is taken from the subscriber every time a 

contribution is made to the Tier II account.  
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4.1.4 Fees and Charges relating to the scheme 

The subscriber conducts many financial and non-financial transactions with the various 

intermediaries that constitute the NPS. There are charges that have to be paid for the 

various services offered to subscribers under the NPS system. Some charges may be paid 

upfront to the intermediary at the time of utilizing the service or conducting the transaction. 

This may be an absolute amount, say Rs.20 for a switch request, or it may be a percentage 

of the value of the transaction, say 0.25 percent of the contribution amount. Some charges 

may be charged to the individual account by cancelling units. For example, if an investor has 

to pay a charge of Rs.100 for a service and the NAV of the units of the schemes in which 

their funds are invested (50:50) are Rs.12.5 and Rs.20, then Rs.50 is charged from the first 

scheme by cancelling or reducing the holding by 4 units (Rs.50/12.5) and 2.5 units are 

cancelled from the second scheme (Rs.50/20). Some expenses, such as the Investment 

Management fee, are deducted from the value of the investments while calculating the Net 

Asset Value of the scheme. Ultimately, the subscriber bears the charges payable on the 

various transactions and services. 

Common financial and non-financial transactions that are charged include the following: 

Transactions with the Central Record Keeping Agency (CRA) 

 Opening the NPS account 

 Maintenance of account 

 Other transactions 

Transactions with the Point of Presence (PoP) 

 Initial subscriber registration 

 Initial and subsequent contribution processing  

 Non-financial transaction processing  

o Change in subscriber details like name, address, nomination and others 

o Change in investment options and fund manager 

o Requests for subscriber shifting from one sector to another/one PoP-SP to 

another 

o Request for printed account statement 

o Request for reprinting of PRAN 

o Request for re-issue of IPIN/TPIN 

o Withdrawal requests 

Charge made by the Pension Fund Manager (PFM) 

 Investment management fee that includes all transaction related charges related to 

the portfolio of the fund such as brokerage and transactions fees. 
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Other Charges 

 Custodial asset servicing charges 

 NPS Trust fees 

 Retirement Adviser (RA) fee 

The NPS offers a low- cost option for creating a retirement corpus. The charges on different 

services are mentioned in Table 4.1: 

Table 4.1: NPS Charges by Intermediaries 

 

Intermediary 

  

Charge head 

  

Service charges 

NSDLe-Gov CRA 

 

 

Karvy CRA 

Method of 

Deduction 

CRA Permanent Retirement 

Account (PRA) Opening 

charges 

Rs. 40/-  Rs.39.36  

 

Through 

Cancellation of units Annual PRA 

maintenance cost 

Rs. 95/-  Rs.57.63 

Charge per transaction Rs. 3.75/-  Rs.3.36 

POP(Maximum 

Permissible 

Charge) 

Initial subscriber 

registration 

 

Rs.200/- 

 

 

 

To be collected  upfront from subscriber 

Contribution 

upload(Initial as well as 

subsequent) c 

0.25 percent of 

contribution 

amount subject to 

minimum of Rs.20/- 

and maximum of 

Rs.25000/-. 

All Non-Financial  

transactions (not 

involving a contribution 

from subscriber). 

Rs.20/- 

Persistency (paid to 

POPs for each 

subscriber whose 

account has been 

opened by the POPs and 

who contributes a 

minimum of Rs. 1000 in 

a financial year) 

Rs.50/- per annum 

(only for NPS-All 

Citizen) 

Through cancellation of units 

e-NPS (for subsequent 

contributions) 

0.10 percent of the 

contribution. Min 

Upfront from subscriber 
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Notes 
1. These charges are exclusive of goods and services tax (GST) 

2. Charges under the government model, including annual maintenance charges, on the Tier I account are paid by the 

government. Tier II charges are paid by the employees  

3. The PoPs can negotiate with the subscribers on the above charges within the limits prescribed above. 

 

4.1.5 NPS Offer Document 

The NPS offer document issued by the Pension Fund Regulatory and Development Authority 

(PFRDA) sets forth all the material information that an individual needs to know before 

becoming a subscriber to the Tier I account offered by the NPS. The information available in 

the offer document is broadly covered below. Each head of information is discussed in 

greater detail in other sections of this chapter. 

 

Rs.10/- and Max 

Rs.10,000/- (only for 

NPS- All Citizen and 

Tier II Accounts) 

Trustee Bank Not Applicable Nil    

Custodian 

(On  asset value 

in custody) 

Asset Servicing charges 

(Per Annum) 

0.0032 percent of 

AUM  

 Through adjustment  

in the NAV of the 

scheme 

Pension Fund (PF) 

charges 

Investment 

Management Fee (Per 

Annum) 

0.01 percent of 

AUM 

 Through adjustment  

in the NAV of the 

scheme 

NPS Trust Fees 
Reimbursement of 

expenses  

0.01 percent  of 

AUM 

 

 Through adjustment  

in the NAV of the 

scheme 

     

Retirement 

Adviser 

On-boarding fee Rs.120/-  

 

To be collected from subscriber Subsequent transaction 

charges 

Minimum Rs.20 per 

transaction and 

maximum of Rs.100 

per annum 

Fee for advice on asset 

allocation and choice of 

PFM 

0.02 percent  of 

AUM on date of 

advice. Subject to a 

minimum of Rs.100 

and maximum of 

Rs.1000 per annum 
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 Eligibility to join the NPS & reasons for disqualification from the same 

o Any Indian Citizen  in the age group  of 18 years and 65 years  is eligible to 

join NPS on voluntary basis.8 

o Compliance with the KYC norms. 

o Undischarged insolvents, persons of unsound mind and persons who already 

hold an account with the NPS are disqualified. 

 Process to join the NPS 

o Submission of application form through Point of Presence or 

o Online account opening through E-NPS platform. 

 Details of contributions to be made to the Tier I account, frequency and mode 

o Minimum contribution of Rs.1000 in a year over a minimum of at least one 

contribution of not less than Rs.500. 

o Accepted modes of payment are cash, local cheque, demand draft and online 

transfers. 

 Vesting criteria and formalities for withdrawing funds from Tier I 

o 40 percent or 80 percent of funds to be used to buy annuity on exit from the 

NPS as prescribed by PFRDA. 

o The remaining funds can be withdrawn in a lump sum. 

o On the death of the subscriber the entire amount can be paid out to the 

nominee in a lump sum. 

 Investment approaches available to subscribers to invest money 

o The money will be invested across the following asset classes 

 E: Investments predominantly in equity market instruments 

 C: Investments in fixed income instruments other than government 

securities 

 G:Investments in government securities 

 A: Investments in Alternative Investment Products9 

o Under the Active choice, the investor will decide how their money will be 

allocated between the four asset classes, with a maximum cap of 50 percent 

in equityand 5 percent in alternative investment products. In the Auto Choice, 

the allocation will be done based on a pre-determined ratio linked to the 

asset allocation chosen (LC25/50/75) and the subscriber’s age. 

o If the subscriber does not indicate the investment choices in the application 

form then the contribution will be invested in the Auto choice under Life 

Cycle 50 (LC50) option. 

 Investment guidelines to be followed in investing the subscribers’ funds. 

 Intermediaries under the NPS architecture, their roles and responsibilities: 

o Pension Fund Regulatory and Development Authority (PFRDA) 

                                                           
8
Reference PFRDA Circular No. PFRDA/2017/35/PD/1 dated November 1, 2017. 

9
Investment in asset class A (alternative investment products) is only available to the subscribers opting for 

Active choice investment option, subject to regulatory limits. 
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o NPS Trust 

o Central Recordkeeping Agency (CRA) 

o Points of Presence(PoP) 

o Pension Fund Managers (PFM) 

o Annuity Service Providers (ASP) 

o Custodian 

o Trustee Bank 

 Financial and non-financial transactions conducted with the intermediaries 

 Charges under the NPS system, limits on the same and mode of collection from the 

subscriber 

 Tax benefits available under the NPS 

4.2 Working of NPS 

4.2.1 Accumulation of corpus  

The NPS offers an investment vehicle for subscribers seeking to accumulate a corpus for 

retirement by contribution to the scheme over the years of employment. The employee 

and/or employer contribute to the retirement account of the subscriber/employee over the 

employment years. The contribution is invested according to the asset allocation choices 

made by the subscriber to create the retirement corpus. The corpus will depend upon: 

 The amount of contributions made to the retirement account. Higher the 

contributions made, higher is the likelihood that there will be a larger corpus 

accumulated for retirement. While there is a minimum limit on the contribution that 

can be made under the NPS, there is no upper limit. Subscribers can contribute as 

much as they are able to put towards their retirement goals. 

 The returns earned on the contribution. This will depend upon the asset allocation 

choices made by the subscriber to invest the contribution made to the retirement 

account and the performance of the investments made. The NPS provides multiple 

investment options, such as equity, government securities and other debt 

instruments, from which the subscriber can choose depending upon their risk and 

return preferences. The subscriber can allocate resources between the options 

available to diversify the risks.10 

 The period for which the accumulation is made. Longer the contributions remain 

invested, higher will be the accumulations as the contributions benefit from 

compounding benefits. The NPS does not permit early withdrawals from the 

retirement account except upto a limited percentage of the contributions made by 

the subscriber, and only for specified needs. This restriction keeps the funds invested 

to earn returns. 

                                                           
10

Not applicable for Atal Pension Yojana. 
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The contribution earns market returns but there is no guarantee on the returns or the final 

corpus. This corpus is used to buy an annuity that will provide pension income in the 

retirement years. 

4.2.2 Investment Options under the NPS 

The subscribers to the NPS choose the investment options in which their contributions have 

to be invested. Following options are offered by the NPS. 

E (Equity): High Return, High Risk option- Fund invests predominantly in equity-oriented 

investments. 

C (Corporate Bonds): Medium Return, Medium Risk option- Fund invests predominantly in 

fixed income bearing securities other than government securities. 

G (Government Securities): Low Return, Low Risk option- Fund invests predominantly in 

pure low risk government fixed income securities. 

A(Alternative Investments): High risk and High return option-Fund invests in Alternative 

Investment Schemes including instruments like CMBS (Commercial Mortgage-Backed 

Securities), MBS (Mortgage-Backed Security), REITS (Real Estate Investment Trust), AIFs 

(Alternative Investment Funds), InvIts (Infrastructure Investment Trusts) etc. This asset class 

is not available for investment of contribution made under Tier II account. 

The subscriber can choose the proportion of their funds that may be invested in each of the 

investment options. This is called the Active Choice. The only restriction is that the 

proportion invested in asset class E cannot exceed 50 percent and that in asset class A is 

restricted to 5 percent. For example, the subscriber may choose an asset allocation of 50 

percent in ‘E’, 25 percent in ‘C’ and 25 percent in ‘G’. The asset allocation may be changed in 

favour of the safer ‘C’ and ‘G’ assets classes as retirement comes closer and the 

accumulated corpus has to be withdrawn to provide the pension. 

Instead of actively choosing the proportion to be invested in each asset class, the subscriber 

can opt for the Auto choice option. Under this choice the subscriber’s contribution will be 

invested in the lifecycle fund. The lifecycle fund is a dynamic allocation of the subscriber’s 

wealth to the different asset classes in a defined proportion determined by the age of the 

subscriber, with the exposure to equity decreasing and that to the safer corporate bonds 

and government securities increasing with the age of the subscriber. There are three 

lifecycle funds offered to subscribers- LC25 (Conservative), LC50 (Moderate), and LC75 

(Aggressive). 

LC25: Conservative Lifecycle Fund.  

Under the Conservative Lifecycle Fund (Table 4.2.1), the exposure to equity investments 

under asset class E starts at 25percent till the age of 35 and gradually reduces as per the age 

of the subscriber. The exposure to asset class C upto the age of 35 years will be at 45percent 



113 
 

and asset class G at 30percent. From age 36 onwards, the allocation to E and C categories 

will reduce each year and the allocation to G increases. The exposure to the higher risk 

product, ‘E’, is reduced and that to the lower risk products increased as retirement 

approaches closer.  

Table 4.2.1: Life Cycle Fund: LC25 

Asset Allocation (in percent) 

Age  

Asset Class 

E 

Asset Class 

C 

Asset Class 

G 

Upto 35 

years 25 45 30 

36 years 24 43 33 

37 years 23 41 36 

38 years 22 39 39 

39 years 21 37 42 

40 years 20 35 45 

41 years 19 33 48 

42 years 18 31 51 

43 years 17 29 54 

44 years 16 27 57 

45 years 15 25 60 

46 years 14 23 63 

47 years 13 21 66 

48 years 12 19 69 

49 years 11 17 72 

50 years 10 15 75 

51 years 9 13 78 

52 years 8 11 81 

53 years 7 9 84 

54 years 6 7 87 

55 yearsand 

beyond 5 5 90 

 

LC50: Moderate Lifecycle Fund. 

Under the Moderate Lifecycle Fund (Table 4.2.2), the exposure to equity investments starts 

at 50percent till the age of 35 and gradually reduces as per the age of the subscriber. 

Table 4.2.2: Life Cycle Fund: LC50 

Asset Allocation (in percent) 

Age  

Asset Class 

E 

Asset Class 

C 

Asset Class 

G 

Upto 35 

years 50 30 20 
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Asset Allocation (in percent) 

Age  

Asset Class 

E 

Asset Class 

C 

Asset Class 

G 

36 years 48 29 23 

37 years 46 28 26 

38 years 44 27 29 

39 years 42 26 32 

40 years 40 25 35 

41 years 38 24 38 

42 years 36 23 41 

43 years 34 22 44 

44 years 32 21 47 

45 years 30 20 50 

46 years 28 19 53 

47 years 26 18 56 

48 years 24 17 59 

49 years 22 16 62 

50 years 20 15 65 

51 years 18 14 68 

52 years 16 13 71 

53 years 14 12 74 

54 years 12 11 77 

55 years 

and beyond 10 10 80 

 

 

LC75: Aggressive Lifecycle Fund 

Under the Aggressive Lifecycle Fund (Table 4.2.3), the exposure to equity investments starts 

at 75percent till the age of 35 and gradually reduces as per the age of the subscriber. 

Table 4.2.3:Life Cycle Fund: LC75  

Asset Allocation (in percent) 

Age  

Asset Class 

E 

Asset Class 

C 

Asset Class 

G 

Upto 35 

years 75 10 15 

36 years 71 11 18 

37 years 67 12 21 

38 years 63 13 24 

39 years 59 14 27 

40 years 55 15 30 

41 years 51 16 33 
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Asset Allocation (in percent) 

Age  

Asset Class 

E 

Asset Class 

C 

Asset Class 

G 

42 years 47 17 36 

43 years 43 18 39 

44 years 39 19 42 

45 years 35 20 45 

46 years 32 20 48 

47 years 29 20 51 

48 years 26 20 54 

49 years 23 20 57 

50 years 20 20 60 

51 years 19 18 63 

52 years 18 16 66 

53 years 17 14 69 

54 years 16 12 72 

55 years 

and beyond 15 10 75 

 

The subscriber does not have to make any rebalancing decisions for the portfolio when the 

auto choice is selected. The reallocation will be done on the subscriber’s birthday according 

to the life cycle fund selected by the subscriber.  

In the Active choice however, the subscriber has to make the investment calls of increasing 

or reducing exposure to different asset classes based on their stage in life and/or 

expectation of the performance of different asset classes and preference for risk and return. 

The subscriber will have the choice to change the investment option (Active or Auto choice) 

as well as asset allocation ratio (allocation among asset classes- equity, corporate bonds, 

government securities and alternate investments) two times in a financial year. The change 

made will apply to the existing corpus as well as prospective subscriptions. The option to 

make alterations will be available separately for Tier I and Tier II accounts.  

The pension fund managers have the responsibility to manage the funds of the subscribers 

as per the investment guidelines of the PFRDA. The guidelines ensure adequate protection 

for the investor by prescribing allocation across asset classes. The portfolios are diversified 

across the three asset classes so that poor performance of one asset is offset by the better 

performance of the other asset classes. Further, regulatory limits on the type of securities to 

which the funds can take exposure and the maximum limits also ensure diversification of 

risks for the subscribers. 

Scheme Portfolio 
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The PFRDA has registered multiple pension fund managers who are authorized to receive 

the contributions from subscribers and invest them in a portfolio of securities that reflect 

the investment choice selected by the subscriber. The pension fund managers must adhere 

to the investment guidelines laid down by the PFRDA while selecting securities for the 

portfolio and managing it. The subscriber can select a pension fund manager to manage 

their contribution from amongst those registered with the PFRDA. When the subscriber 

makes their contribution, the NPS system transfers their money for investment to the 

investment option of their choice (E,C,G,A) by the pension fund manager of their choice. 

They can also shift their holdings to another fund manager, if they so choose. 

Each pension fund manager will manage multiple schemes: schemes for the Central and 

State Governments, all citizens model of the NPS, schemes under the corporate model and 

so on. Each scheme will have a distinct portfolio of securities that adhere to the guidelines 

laid down by the PFRDA and will be managed separately.  

Some of the important guidelines that pension fund managers need to follow in creating 

and managing the portfolios are: 

 Investments in the ‘G’ category of securities shall include Government securities, 

investment in debt instruments guaranteed by the central or state government (not 

exceeding 10 percent of the total portfolio of G-Sec in the scheme), units of mutual 

fund schemes dedicated to government securities (limited to 5 percent of the total 

portfolio of G-Sec in the scheme) 

 Investments in the ‘C’ category of securities shall be made in listed debt securities 

issued by companies, banks, financial institutions with a residual maturity of not less 

than 3 years from the date of investment, Rupee bonds with maturity of not less 

than 3 years issued by institutions such as the Asian Development Bank, term 

deposits of eligible banks of tenure not less than one year, units of debt mutual 

funds and infrastructure bonds, securities or units issued by an Infrastructure Debt 

Fund operating as a Non-Banking Finance Company or mutual fund respectively and 

credit rated municipal bonds. The bonds invested should have a minimum AA credit 

rating.  

 Investments in the ‘E’ category of securities will include shares listed on the NSE or 

BSE which has a market capitalization of not less than Rs.5000 crores and has 

derivatives trading on the stock exchanges with the shares as the underlying, units of 

equity-oriented mutual funds, ETFs that replicate the BSE’s Sensex or NSE’s Nifty 50 

or those constructed to hold shares disinvested by the government in corporate 

bodies, derivatives with stocks or indices as the underlying for hedging (contract 

value limited to 5 percent of equity portfolio invested in the other permissible 

securities). 

 Investment in the ‘A’ category include instruments like listed Commercial Mortgage 

Based Securities (CMBS), Asset Backed Securities regulated by SEBI, Real Estate 
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Investment Trusts (REITS), Alternative Investment Funds (AIFs) (Category I and II 

only), Infrastructure Investment Trusts (InvIts), listed Basel III Tier I bonds issued by 

scheduled commercial banks etc. The instruments must have a minimum AA 

equivalent rating from atleast two rating agencies. 

 Money market instruments invested by any of the above schemes will include 

commercial paper with a minimum credit rating of A1+, Certificates of Deposits, 

units of liquid mutual funds, term deposit of up to one year duration. 

 Investments can be made in IPO/FPO/ NFO/OFS/secondary markets for each asset 

class. 

 Equity exposure in non-sponsor group companies is limited to 10 percent of the paid 

up capital of the non-sponsor group companies or 10 percent of the AUM under 

equity exposure, whichever is lower. In case of the group companies of the sponsor, 

the above limit is 5 percent. 

 In case of debt securities the exposure is limited to 10 percent of the net worth of 

the issuing non-sponsor group company or 10 percent of the AUM in debt securities, 

whichever is lower. In case of group companies of the sponsor the above limit is 5 

percent. 

 Investment exposure to an industry is limited to 15 percent (under all NPS schemes) 

by each pension fund manager. 

 No investments will be made in securities outside India. 

 No implicit or explicit assurance of returns will be provided by the pension fund 

manager. 

 The asset class ‘A’ is not available for investment of contributions made under Tier II 

account. 

The portfolio will be marked to market on a daily basis and the Net Asset Value of each 

scheme will be calculated as: 

(Current Market Value of Securities+ Value of Current Assets + Accrued Income- Accrued 

Expenses- Current Liabilities)/Number of Outstanding Units 

The NAV of the scheme will move up when the market value of the securities in the 

portfolio rise, and fall when the value of securities fall. The NAV will be declared on every 

business day, and all financial transactions related to the scheme will be conducted based 

on the NAV. 

Subscriber Holdings 

The subscriber’s holding in an NPS scheme is denoted in units. Each unit has a face value of 

Rs.10. However, subscribers buy and redeem units at the applicable NAV of the scheme at 

the time of investment or withdrawal. Consider the example of a subscriber who invests 

Rs.5000 at the beginning of each month in the NPS ‘E’ scheme managed by XYZ Pension 

Fund Private Ltd.  
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Example: 

Month NAV (A) Contribution (B) Units (B/A) 

1 14.3472 5000 348.500 

2 14.2490 5000 350.902 

3 13.9150 5000 359.324 

4 14.0054 5000 357.005 

5 14.7823 5000 338.242 

6 14.9768 5000 333.850 

  30,000/- 2087.823 

 

At the end of 6 months the subscriber has invested Rs.30,000 and holds 2087.823 units. The 

value of the corpus at the end of 6 months if the NAV is Rs.15.2128 is Rs.31,761.63. 

The contribution made each month into the retirement account is converted into units at 

the current NAV and held in the retirement account. The units accumulate in the account, 

and is monetized at the time of withdrawal at the applicable NAV at that time. 

4.2.3 Pension from Annuity 

The NPS is a retirement product that addresses the needs of the accumulation and 

distribution stages of retirement. The various schemes of the NPS allow the subscriber to 

accumulate their retirement corpus according to their risk and return preferences. The 

corpus created over time is available at retirement to create the income stream or pension. 

This is done by purchasing an annuity. An annuity is a financial product that provides an 

assured stream of income (similar to the concept of pension) according to the terms of 

purchase. The regulations require that at least 40 percent of the accumulated corpus in the 

NPS account has to be used to purchase an annuity. The subscriber may also choose to use 

any proportion of the corpus above 40 percent to purchase the annuity.  

The income stream from the annuity purchased will depend upon the annuity rates at the 

time of purchase. The annuity rates will depend upon factors such as interest rates in the 

market. Purchasing an annuity when rates are high implies a better pay-out to the 

annuitant. The payout is guaranteed for life or for the term which is agreed in the annuity 

contract. As such it is suitable for providing a guaranteed income in retirement. 
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4.2.4 Exit and Withdrawal from the NPS 

The PFRDA (Exit and Withdrawals under National Pension System) Regulations, 2015 specify 

the rules for exit and withdrawals from the NPS.  

Exit and Withdrawal from NPS for NPS All-Citizen Model and Corporate Sector Model: 

Normal exit: A subscriber can exit from the NPS on reaching the age of 60 or  

superannuation or retirement according to the terms of employment by using a minimum of 

40 percent of the corpus to buy an annuity from the approved annuity service providers 

which will provide the monthly pension. The balance can be withdrawn as a lump sum. 

However, the subscribers joining the NPS beyond the age of 60 years (but before attaining 

the age of 65 years) can exit after completion of three years from the date of joining NPS. 

The subscriber will be required to annuitize atleast 40 percent of the corpus for purchase of 

annuity and the remaining corpus can be withdrawn in lumpsum. In case the accumulated 

corpus at the time of exit is equal or less than Rs.2 lakhs, the subscriber will have the option 

to withdraw the entire corpus in lumpsum. 

Premature exit: In case of resignation or exit from the NPS before the age of 60 or the age 

of superannuation as prescribed in the employment terms, at least 80 percent of the corpus 

has to be used to buy an annuity and the balance is paid out to the subscriber as a lump 

sum. This is allowed only if the subscriber has subscribed to the NPS for at least a minimum 

period of 10 years.  

Subscribers joining the NPS beyond the age of 60 years (but before attaining the age of 65 

years) can opt to exit before completion of three years from the date of joining NPS. In such 

case, the subscriber will be required to annuitize atleast 80 percent of the corpus  and the 

remaining corpus can be withdrawn in lumpsum.  

In case the accumulated corpus at the time of exit is equal or less than Rs.1 lakh, the 

subscriber will have the option to withdraw the entire corpus in lumpsum. 

Exit due to death of the subscriber: The entire corpus shall be paid to the nominee of the 

subscriber. 

Exit and Withdrawal from NPS under the Government model 

Normal exit: The subscriber exiting upon attaining the age of superannuation, as prescribed 

by service rules applicable to him, retires, then atleast 40 percent of the accumulated 

pension wealth shall be mandatorily utilised for purchase of annuity and the remaining 

accumulated pension wealth shall be paid to the subscriber in lumpsum or he shall have a 

choice to collect such remaining pension wealth  in accordance with the other options 

specified by PFRDA from time to time in the interest of the subscribers. In case the 
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accumulated pension wealth is equal or less than Rs.2 lakhs, the subscriber shall have the 

option to withdraw the entire  accumulated pension wealth without purchasing annuity.  

Premature exit:  The subscriber before attaining the age of superannuation, as prescribed 

by service rules applicable to him, voluntarily retires or exits, then atleast 80 percent of the 

accumulated pension wealth shall mandatorily be utilised for purchase of annuity and the 

remaining accumulated pension wealth shall be paid to the subscriber in lumpsum or he 

shall have a choice to collect such remaining pension wealth  in accordance with the other 

options specified by PFRDA from time to time in the interest of the subscribers. In case the 

accumulated pension wealth is equal or less than Rs.1 lakh, the subscriber shall have the 

option to withdraw the entire accumulated pension wealth without purchasing annuity.  

Exit due to death of the subscriber:  In case the subscriber before attaining the age of 

superannuation, dies, then at least 80 percent of the accumulated wealth shall be 

mandatorily utilised for  purchase an annuity and the balance pension wealth shall be paid 

as lumpsum or otherwise to the legal heirs or nominees. In case the accumulated pension 

wealth is equal or less than Rs.2 lakhs, the nominee or legal heir as the case may be shall 

have the option to withdraw the entire accumulated pension wealth without requiring to 

purchase any annuity. 

4.2.5 Types of Annuities 

Annuities are products offered by Insurance companies. PFRDA has empanelled some 

insurance companies to provide annuity products for the NPS subscribers on exit. 

Subscribers can compare between the different annuity providers and select the one that 

offers the best rates for the product that suits them. 

Some of the types of annuity available in the Indian market are: 

• Annuity payable for life at uniform rate 

• Annuity payable for 5/10/15/20 years and thereafter as long as the annuitant is alive 

• Annuity for life with return of purchase price on death of the annuitant 

• Annuity for life increasing at the simple rate of 3 percent 

• Annuity for life with option of 50 percent of annuity for spouse for life on the death 

of the annuitant 

• Annuity for life with option of 100 percent of annuity for spouse for life on the death 

of the annuitant 

• Annuity for life with option of 100 percent of annuity for spouse for life on the death 

of the annuitant and return of purchase price on death of last survivor 

Any one option can be chosen. Once an annuity is purchased, neither the option nor the 

annuity service provider can be changed. Unless the contract specifies return of purchase 

price, the amount used for buying the annuity is not available any more to the annuitant. 

The default option under the NPS is the Annuity for life, with option of 100 percent of 
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annuity for spouse for life on the death of the annuitant from the Life Insurance Corporation 

of India. This default option does not apply for subscribers under the Government model.  

The pension earned from annuity will be taxed as income in the hands of the annuitant. 

Annuity rates (pay outs) may vary between annuity providers. The factors that affect 

annuity rates include the following: 

 Type of annuity chosen. Where the annuity type chosen includes add-on features 

like return of purchase price, payment for life to spouse, inflation-adjusted payouts, 

and others, the payout to the annuitant is lower. 

 Amount invested. Where a large amount is invested to buy the annuity, the rate 

offered is likely to be better. 

 Personal factors of the annuitant that affect life expectancy, such as 

o Age of the annuitant: older the annuitant, higher is the payout since the 

period for which the income has to be paid is likely to be lower 

o Gender: women typically get lower payout relative to  men since their life 

expectancy is higher 

o Health and lifestyle: poor health and lifestyle factors will increase the payout 

since these factors will reduce life expectancy. 

4.3 Subscribing to the NPS 

4.3.1 KYC Compliance 

The Prevention of Money Laundering Act (PMLA) was promulgated by the government to 

prevent the entry of illegal funds into Indian markets. According to this Act, the identity of 

those entering into financial transactions must be known and verified. The procedure to do 

this is known as Know Your Customer (KYC) norms. 

KYC norms apply for opening bank accounts, trading accounts, demat accounts, capital 

market investments, life and general insurance policies, investments in post office savings 

bank (POSB) products, fixed deposits, National Pension System (NPS) and other such 

financial transactions.  

The KYC process under the NPS involves verification of proof of identity and proof of 

residence of the customer and age of the subscriber. Investor’s identity has to be verified 

with a document carrying their photograph. Proof of address can be verified from address 

as stated in the passport, ration card, voter’s identity card, and latest utility bills. The KYC 

process also requires verification of the PAN card where available. 

Prospective subscribers have to submit the documents to comply with the KYC norms to the 

PoP/PoP-SP along with the subscriber registration form. The documents accepted include 

the following: 

 Proof of Identity 
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 Passport  

 Ration card with photograph 

 Bank pass book with photograph 

 Voters identity card with photograph 

 PAN card 

 Aadhaar card 

 Driving license with photograph 

 Identity card issued by central or state government and its departments to its 

employees 

 Photo Identity cards issued by defence and para-military and police departments 

 Job cards issued under MNREGA 

 Certificate of identity signed by MP or MLA 

 Credit card with photograph  

Proof of Address 

 Passport  

 Ration card with photograph 

 Bank pass book with photograph 

 Voters identity card with photograph 

 PAN card 

 Aadhaar card 

 Driving license with photograph 

 Identity card issued by central or state government and its departments to its 

employees 

 Identity cards issued by defence and para-military and police departments 

 Job cards issued under MNREGA 

 Certificate of identity signed by MP or MLA 

 Letter from a public authority like district magistrate (DM), BDO, tehsildar  

 Utility bills such as water and electricity, telephone showing address not later than 3 

months old 

 Latest house/property tax receipt not later than one year old 

 Existing registered lease agreement on stamp paper  

Proof of Age:  

 School leaving certificate 

 Passport 

 PAN card  

 Any other valid government document 
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If the document provided to establish proof of identity also has the address declared as the 

address of the subscriber in the application form, then the same may be accepted as valid 

proof of address and identity. 

If the address of correspondence and permanent address are different then proof has to be 

provided for both addresses. All communication will be sent to the address provided for 

correspondence. 

An NRI investor has to provide passport details for opening of account and also  an Indian 

address for communication as well as details of bank account in India. 

The subscriber has to submit two copies of the self-attested documents required for KYC 

compliance. One set is retained by the PoP/PoP-SP and other is sent to the CRA. 

The KYC compliance undertaken at the time of opening a bank account and obtaining the 

Aadhaar number is valid for NPS subscription too. Subscribers applying online under eNPS 

have the option of bank-based KYC verification and Aadhaar number-based verification. 

Under bank-based verification, the bank selected by the subscriber for KYC verification will 

be given access to the information provided in the online application by the subscriber and 

this will be verified against the information available in the Core Banking System. Once the 

information is confirmed by the bank the KYC verification is deemed complete. If there is a 

mismatch in the name, address or bank account details provided, then the same is rejected 

by the bank. In this case subscribers have to take a print out of the application form, affix 

their photograph and get the bank to verify the details and stamp the registration form to 

confirm the same. In the Aadhaar-based verification, subscribers who have been allotted an 

Aadhaar number and are in possession of the mobile number registered with Aadhaar can 

select the Aadhaar option for KYC verification on the eNPS platform. Verification will be 

confirmed on entering the One Time Password (OTP) sent to the mobile number. In case the 

PoPs integrate eSign-online electronic signature service within their applications for online 

account opening for NPS, the requirement for sending the physical application form to the 

Central Recordkeeping Agency by the PoP/subscriber shall be dispensed with. The PoP can 

charge Rs.5 plus applicable tax per application for providing this service.  

Other information required in the application form includes contact details and other details 

such as education qualification, occupation and income levels. 

Apart from the KYC documents and formalities prescribed above, the KYC process requires a 

declaration of the subscriber under the Prevention of Money Laundering Act, 2002 that the 

contribution has been made from legally declared and assessed source of income. 

4.3.2 Bank Account Details 

It is not mandatory to provide bank account details while opening a Tier I with the NPS. 

However, the bank account details have to be mandatorily provided at the time of opening 

the Tier II account. If the subscriber opts to open a Tier I and Tier II account together, or the 
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Tier II account once a Tier I account has been registered, then the bank details have to be 

provided. This includes the account type, account number, bank’s name, branch details and 

address and MICR code and IFS code. A cancelled cheque has to be submitted with the 

application form for verification of the details provided. If a subscriber opening only a Tier I 

account chooses to provide bank details in the application form, then the cancelled cheque 

should also be submitted for verification.  

If the subscriber is an NRI, then the NRE/ NRO account details have to be provided through a 

cancelled cheque with pre-printed name, account number and IFS code or  banker’s 

certificate giving the details in case of electronic transfers.  

4.4 Investing in the NPS 

4.4.1 Eligibility requirements 

Any citizen of India, whether resident or non-resident, between 18 years-65years of age can 

apply to become a subscriber in the NPS. The subscribers are eligible to continue in NPS 

upto the age of 70 years and during this period the subscriber may continue to contribute. 

(This option is not available for the government model of NPS). 

1. A person can hold only one NPS account. The subscriber’s account can shift between 

private, government and corporate models, depending upon the employment status of 

the subscriber. 

2. Being a member of any other social security program or pension fund, such as the 

Provident Fund, whether government sponsored or private, does not preclude an 

individual from subscribing to the NPS.  

3.   NRIs are also eligible to open an NPS account. The NPS account can be opened through a 

PoP/PoP-SP. Most banks are registered PoPs. The NRI can open the account through the 

bank in which they hold their NRI account. The application has to be accompanied by a 

copy of the passport, proof of address if the local address is different from the address 

mentioned in the passport. The contributions can be made from the NRE account or 

NRO account of the NRI subscriber. At the time of exit or withdrawal, the annuity will be 

paid in INR, as will the lump sum amount. Repatriation is allowed, subject to the rules in 

force. An NRI subscriber’s contributions and withdrawals from the NPS will be subject to 

the regulatory norms subscribed by the RBI and the Foreign Exchange Management Act 

(FEMA).  All other features will remain the same for the NRI and Resident subscriber.  

The NSRF1 form is provided as Annexure 3. 

 

The following persons are disqualified from joining the NPS: 

1. Undischarged insolvents 

2. Persons of unsound mind 

3. Persons with an existing NPS account 
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4.4.2 Application for PRAN 

Physical 

Eligible investors should approach a Point of Presence (PoP)/Point of Presence-Service 

Provider (PoP-SP) to apply for registering with NPS. In case of government employees, the 

application is submitted to the prescribed authority (Pay and Accounts office/Drawing and 

Disbursing Office) and for corporate subscribers the application is routed through the 

PoP/PoP-SP with which the company has tied up. On successful registration the NPS will 

allot a 12-digit Permanent Retirement Account Number (PRAN) for registered subscribers 

based on the information provided in the application form. The PRAN is unique to each 

subscriber and is portable across the different models offered on the NPS platform.  

The application that should be used for registering with the NPS will depend upon whether 

the applicant chooses to apply for Tier I only or Tier I and Tier II combined. In case the 

subscriber intends to open both accounts, then the Combined Subscriber Registration Form 

(CSRF) 1 has to be used. The additional details required for the Tier II account is provided in 

the Annexure 1 to CSRF1. 

The subscriber has to provide investment choices in the application form both for Tier I and 

Tier II where applicable. The choices to be made are: 

 Choose whether the Tier II account has to be opened. If yes, the details for Tier II has 

to be provided in Annexure 1 to the CSRF1. 

 Choose whether the PRAN should be printed in Hindi. Annexure 2 to the CSRF1 has 

to be submitted for this. 

 Select the pension fund manager for Tier I and Tier II accounts. The pension fund 

manager need not be the same for both the accounts 

o If the subscriber does not select a pension fund manager then the default 

fund manager will be allotted. Currently this is SBI Pension Fund Private Ltd. 

o For the government model, LIC Pension Fund Ltd., SBI Pension Funds Pvt. Ltd. 

and UTI Retirement Solutions Ltd., act as default PFMs 

o Corporate subscribers may select the PFMs in consultation with the 

respective employer 

 Select the investment option: Auto or Active. Under the Auto option, the subscriber 

has to select from among the three lifecycle options provided: LC25, LC50, LC75. 

o In the Auto option the asset allocation is pre-defined and shifts from growth 

orientation to income-orientation according to the age of the subscriber and 

the lifecycle option chosen. If the subscriber mentions the asset allocation in 
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the application form despite choosing the auto option, the same will be 

ignored and the Auto option will apply. If no lifecycle option is selected 

despite selecting the Auto option, the LC 50 option will be the default option 

applicable. 

o In the Active option the subscriber has to indicate the allocation between the 

four asset classes available: E, C, G, A. 

 The sum of the allocated percentages must total 100 percent. 

 The allocation to equity cannot exceed 50 percent and that to 

alternative investments cannot exceed 5 percent. 

o If no investment option is indicated, then the Auto option with the LC 50 

lifecycle option will be applied. 

The subscriber must sign a self-declaration in the application that the information provided 

in the application form is correct and the account will be updated for any changes. They 

should also declare that they are not an existing member of the NPS and declare the legality 

of the income from which the contribution has been made. 

The application must be dated and signed (thumb impression) by the subscriber and 

submitted at the PoP-SP. The authorized personnel will issue an acknowledgement after 

confirming compliance with the KYC requirements and checking the completion of the 

application form. The PoP-SP through whom the registration form is submitted is mapped to 

the PRAN generated for the subscriber, and all future transactions should be routed only 

through this PoP-SP. The subscriber can apply to get the mapped PoP/PoP-SP changed. 

Where a subscriber who already has a Tier I account wants to activate the Tier II account, 

the form S10 has to be used. The form requires the PRAN allotted to be provided along with 

the bank details, choice of fund manager, investment option and asset allocation. The 

subscriber has the option to make nominations, of up to three nominees, for the Tier II 

account. The nominations made in the Tier I account will not automatically apply to the Tier 

II account. A copy of the PRAN card and a cancelled cheque has to accompany the 

application form.  

Government employees seeking to open a Tier II account can submit form S10 to any 

PoP/PoP-SP of their choice. Other subscribers have to submit the application form only to 

the PoP/PoP-SP through which they have registered with the CRA for their Tier I account.  

The application forms can also be downloaded from https://npscra.nsdl.co.in/non-

goverment-form.php/or https://kcra.karvy.com/allcitizens.aspx or from the websites of the 

Points of Presence. 

Online/eNPS 

An eligible individual can open an online NPS account through the e-NPS platform using the 

link below: https://enps.nsdl.com/eNPS/LandingPage.html or www.enps.karvy.com 

https://npscra.nsdl.co.in/non-goverment-form.php/
https://npscra.nsdl.co.in/non-goverment-form.php/
https://enps.nsdl.com/eNPS/LandingPage.html
http://www.enps.karvy.com/
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There are two options available: 

Registration using Aadhaar 

 Individual must have an Aadhaar number. 

 KYC for NPS will be done by sending a onetime password (OTP) to the mobile 

number registered under Aadhaar. 

 The online form will be populated for demographic details using the information in 

the Aadhaar database. 

 Other mandatory information must be filled in online. 

 Signature has to be scanned and uploaded. Photograph is obtained from Aadhaar 

database. 

 Initial subscription can be made using debit or credit card or internet banking. 

Registration using PAN (KYC verification will be done by an empanelled bank) 

 Individual must have a PAN card 

 Individual must have a bank account with an empanelled bank who will complete the 

KYC process 

 Mandatory information needs to be filled in the online form 

 Photograph and signature has to be scanned and uploaded 

 Initial subscription can be made using debit or credit card or internet banking 

Subscriber will be provided the option to do e-sign (through Aadhaar number) for the 

registration activity. If subscriber uses the e-sign option, he/she is not required to send the 

physical form to CRA. If subscriber has not done e-sign, subscriber should print the auto-

populated form, sign it and send it to the CRA within 90 days of generation of PRAN. 

A PRAN is allotted to the individual once the registration process is complete and initial 

contribution is made and the welcome kit containing the PRAN card, IPIN/TPIN, booklet is 

sent to the individual’s address. The completed registration form needs to be printed, 

signed in the space provided, photograph affixed and sent to the CRA within 90 days of 

allotment of PRAN. 

The eNPS can be used by all subscribers, whether registered online or physically, to make 

their contributions to their Tier I and Tier II accounts. There will be an OTP sent to the 

registered mobile number for authentication. Once that is done, the contribution can be 

made through debit or credit card or internet banking. Other facilities available on the eNPS 

portal include applying for change in scheme preference, updating address using Aadhaar 

number, updating email id/mobile number, viewing account details and resetting I-PIN.  

Reasons for Rejection of Subscriber Application 
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 Application form is printed back to back 

 Mandatory fields in the application form are not filled-in 

 Self-attested supporting documents are not provided 

 Age of the applicant on the date of submission of form at PoP/PoP-SP does not meet 

the requirements 

 The photograph on the application form is not clear  

 Bank account details are not provided for Tier II account 

 If multiple PFMs are selected by the applicant, the form will be rejected, however, 

different PFMs can be selected for Tier-I and Tier-IIaccounts 

 If the asset allocation in the active choice does not add up to 100 percent or if the 

asset allocation is not provided 

 In case of active choice, if the allocation to Equity ( E) category exceeds 50 

percentand/or Alternative Investment products (A) category exceeds 5 percent,the 

application shall be rejected 

Once the subscriber’s account is opened, the CRA sends a “Welcome Kit” consisting of the 

Permanent Retirement Account Number (PRAN) that has been allotted and an information 

booklet within 20 days of the receipt of the duly filled registration form at the office of the 

NSDL-CRA. The PRAN card is a document with the 12-digit PRAN, subscriber’s name, father’s 

name and subscriber’s photograph and signature/thumb impression. The PRAN is the 

primary means of identifying the retirement account. The subscriber will also separately 

receive T-PIN and I-PIN numbers to access the account on telephone and internet 

respectively. 

4.4.3 NPS transactions 

The subscriber’s transactions with the NPS may be financial and non-financial in nature. The 

transactions will be conducted through the PoP/PoP-SP. 

Financial Transactions 

The financial transactions that a subscriber conducts are typically those related to investing 

funds, shifting between schemes or fund managers and withdrawing funds. All financial 

transactions are linked to the Net Asset Value of the scheme.  

Contribution  

Each contribution made to the NPS account has to be accompanied by the NPS Contribution 

Instruction Slip (NCIS). The information required are: 

 The PRAN (unless it is the initial subscription that accompanies the 

application form), 

 Name of the subscriber and contact details,  

 Payment details including 

 Mode of payment : cash/cheque/demand draft 
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 Cheque/DD No. 

 Bank name, branch and city 

 Amount to be invested in Tier I and Tier II accounts and the total 

amount to be invested 

There will be a one-time PoP registration charge and transaction charges for each 

contribution (contribution to Tier I and Tier II will be treated as separate transactions and 

transaction charges will apply on each) and tax as applicable. This will be deducted from the 

amount paid by the subscriber before investing the balance. 

Subscription 

The first subscription to the NPS scheme will be made while submitting the application form 

for registering with the NPS. The minimum amount per contribution is Rs.500/- for the Tier I 

account. The minimum contribution in the financial year is Rs.1000/- and this can be made 

across as many transactions as the subscriber chooses. However, there will be a cost 

associated with each transaction. There is no upper limit on the contribution that can be 

made. For the Tier II account the minimum contribution at the time of opening the account 

is Rs.1000 and Rs.250 for subsequent contributions. There is no limit on the minimum or 

maximum number contribution that can be made in the Tier II account. Subscription to the 

NPS accounts can be made through cash, local cheque or Demand Draft and online transfer 

of funds. Cheque and DD should be drawn in favour of “PoP (name of PoP) collection 

Account- NPS Trust” and crossed “A/C Payee” only. The PRAN should be mentioned on the 

reverse of the cheque/DD or mention “New Application” if it is the first subscription along 

with the application form. Subscription can be paid by cash too. If the cash contribution 

exceeds Rs.50,000 then the copy of the PAN card should be enclosed. For online transfer, 

the subscriber has to contact a PoP/PoP-SP offering the service for details. The contribution 

can be made through any PoP/PoP-SP even if the subscriber is not registered through them. 

There may be a time lag of upto 15 working days for initial contribution and 7 working days 

for subsequent contributions between the time the subscriber deposits the subscription and 

the time when units are credited to their account. If the subscriber does not contribute at 

least Rs.1000 per year to the NPS account, then the account would become dormant. In 

order to reactivate the account, the subscriber will have to pay a default penalty of Rs.100 

per year of default and the minimum contributions due. A dormant account will be closed 

when the account value falls to zero. 

Transferring funds from Tier II to Tier I 

Subscribers who have a Tier II account can transfer funds into the Tier I account. A transfer 

of funds from the Tier I account to the Tier II account is not allowed. Subscribers to the All 

Citizen and Corporate models are allowed to request the switch of funds. The request has to 

be made in the prescribed format (UOS-S13). The PRAN and name of the subscribers has to 

be provided in the request form for identifying the account and the amount in rupees to be 
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switched or transferred has to be clearly mentioned. The transfer request has to be routed 

through the PoP/PoP-SP to the CRA for execution instructions.  

 

Withdrawal of Funds 

The withdrawal request has to be made in the prescribed format and registered on the 

online withdrawal module offered on the CRA platform. From April 1, 2016 all withdrawal 

requests have to be made online.  

Through Nodal Officers: When the requests are being forwarded through nodal officer/PoP, 

the physical documents along with a covering letter should be provided, who in turn would 

file for the withdrawal on the online system. It is to be noted that in event of subscriber’s 

death, the withdrawal request needs to be initiated by the Nodal office only.  

For Subscribers: Subscribers can themselves initiate the withdrawal request in the online 

CRA system, which shall subsequently be verified by the Nodal Office before it is considered 

and finally disposed of by the NPS Trust.  

The subscriber’s personal details such as the PRAN, full name, address and date of birth 

have to be provided. The withdrawal details have to be provided, such as the percentage 

share to be withdrawn as lump sum and that to be used for purchasing the annuity. The 

mode of withdrawal of the lump sum, whether one-time or phased, and if phased the 

percentage to withdraw in the first year (minimum 10 percent) has to be provided. Each 

year, till the age of 70 atleast 10 percent of the balance wealth has to be withdrawn. The 

amount standing to the credit at age 70 will be fully withdrawn. The amount left in the NPS 

account for phased withdrawal will be subject to fluctuations in the NAV. This may be a gain 

or loss to the subscriber. CRA charges will also be applicable. The bank details have to be 

provided for ECS/NEFT/RTGS/Electronic transfer, and a cancelled cheque should accompany 

the application for exit. The Annuity Service Provider and the Annuity scheme selected 

should be indicated in the form. The form allows the subscriber to make nominations to 

receive the outstanding wealth if the subscriber dies before the entire proceeds are 

withdrawn. 

The documents that must accompany the withdrawal form are: 

 Covering Letter from the associated Nodal Office to be submitted along with the 

Withdrawal form. 

 Advanced stamped receipt needs to be duly filled and cross-signed on the Revenue 

stamp by the subscriber. 

 Original PRAN card OR affidavit in case of Non submission of PRAN card 

 KYC documents (address and photo-id proof) attested by mapped Nodal Office. 

 ‘Cancelled Cheque’ (having subscriber’s Name, Bank Account Number and IFS Code) or 

‘Bank Certificate’ on Bank Letterhead having subscriber’s name, Bank Account Number 
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and IFS Code are required to be submitted as bank proof. ‘Copy of Bank Passbook’ can 

be accepted, however, it should have Subscriber’s photograph on it and should be self- 

attested by the Subscriber. 

 

Upon death of the subscriber, the following documents are needed for withdrawal:  

 Covering Letter from the associated Nodal Office to be submitted along with the 

Withdrawal form. 

 Advanced stamped receipt need to be duly filled and cross-signed on the Revenue stamp 

by the Subscriber. 

 Original PRAN card OR affidavit in case of Non submission of PRAN card 

 KYC documents (address and photo-id proof) attested by mapped Nodal Office. 

 ‘Cancelled Cheque’ (having subscriber’s Name, Bank Account Number and IFS Code) or 

‘Bank Certificate’ on Bank Letterhead having claimant’s name, Bank Account Number 

and IFS Code required to be submitted as bank proof. ‘Copy of Bank Passbook’ can be 

accepted, however, it should have claimant’s photograph on it and should be self-

attested by the claimant. 

 Original Death Certificate issued by the Local Authority. 

 In case of Nominees, details are not available in the CRA system. Therefore, a legal heir 

certificate OR a certified copy of family member’s certificate issued by Executive 

Magistrate is required indicating the relationship of the claimant with the deceased as 

well as supporting documents are required to be provided. If all the legal heirs are not 

claiming the pension funds, relinquishment deed has to be submitted from all the legal 

heirs (except the Claimant) on a Stamp paper of Rs. 100/-along with the KYC documents 

(Photo ID proof and Address proof) of all the legal heirs duly attested by the mapped 

Nodal Office. Also an Indemnity bond needs to be obtained from the claimant stating 

the responsibility for claiming on behalf of all the legal heirs.  

 Nodal Office has to submit the Death IRA compliance certificate if the subscriber’s PRAN 

is Non-IRA compliant. 

The CRA has set up an NPS Claim Processing Cell for processing all claims under the NPS. The 

CRA generates a claim ID six months before the subscriber reaches the age of 

superannuation and intimates the subscriber and PoP. In case of an early withdrawal or 

death, the claim id will be generated on receiving the withdrawal request. On receipt of the 

online withdrawal request on the CRA system, the units under the PRAN will be redeemed. 

The lump sum amount will be credited to the subscriber’s bank account and the portion for 

annuity will be credited to the annuity service provider’s account. The annuity form will be 

forwarded to the annuity service provider. 

For withdrawal from the Tier II account the subscriber has to submit the Annexure S12 to 

the PoP/PoP-SP. The PRAN and name of the subscriber has to be mentioned to identify the 
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account. The withdrawal can be partial or complete. If partial, the amount has to be 

mentioned. The amount withdrawn will be credited to the bank account of the subscriber. 

The NPS allows partial withdrawals by the subscriber from their individual pension account 

subject to the following conditions: 

 The withdrawal shall be for the purpose of higher education of children, marriage of 

children, construction of house, treatment of specified illnesses such as cancer, 

multiple sclerosis. 

 The amount that can be withdrawn will be capped at 25 percent of the contribution 

made by the subscriber and excluding any contribution made by the employer. 

 The subscriber should have been in the NPS for at least 10 years. 

 The subscriber will be allowed to withdraw only a maximum of three times during 

the entire subscription period in the NPS. A minimum period of 5 years should have 

elapsed from the last date of withdrawal before a fresh withdrawal application can 

be made.  This does not apply if the withdrawal is for treatment of illness. 

In case of Tier-II account, if the withdrawal is registered in the CRA system by the PoP/PoP-

SP by 11.45 am then it is processed on the same day. Else it is processed on the next 

business day. The funds are transferred from the trustee bank account to the subscriber’s 

bank account on T+3 day basis. 

Where the subscriber who has submitted a request for exit from Tier I account has a Tier II 

account, then the Tier II account balance will also be redeemed along with the Tier I balance 

and credited to the bank account provided in the withdrawal form. 

The monetisation policy of the NPS, in the event the withdrawal process is not initiated by 

the subscriber, has been discussed in section 4.2.4. 

Non-Financial Transactions 

Shifting Between Options 

Subscribers can apply for making the following changes in the investment choices they have 

made: 

• Choice of investment option: Active or Auto 

• Choice of Asset Allocation between E, C, G, A if the Active option is selected 

• Choice of Pension Fund Manager 

Each change, except a change in Pension Fund Manager, can be requested twice in a 

financial year by filling up the relevant request form (UOS-S3) and submitting it to the 

PoP/PoP-SP associated with the account for onward submission to the CRA for processing. A 

request for change in Pension Fund Manager can be made only once a year. The PRAN and 

name of the subscriber has to be provided for identifying the account. Separate forms have 

to be submitted for Tier I and Tier II account. There will be a transaction fee for any change 
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requested. Government employees can submit a change of request only for Tier II account. 

  

 Freezing and Unfreezing Accounts 

The subscribers account can be frozen if the minimum contribution requirement in the year 

is not met. If the Tier I account of a PRAN is frozen, the Tier II account will also be frozen. To 

unfreeze the account, the subscriber is required to make a minimum contribution of Rs.500 

along with the applicable penalty. 

For all service requests subscribers get a 17 digit acknowledgement from the PoP/PoP-SP. 

Once the change is made the CRA will send intimation of the same by email/SMS to the 

contact details provided. 

 Other Transactions 

The subscriber may need changes made in the account that do not have a financial 

implication but are essential for the maintenance of the account. 

 Changes to Account Details 

The subscriber should approach the PoP/PoP-SP mapped to the PRAN to get the following 

information updated. 

• Change in personal details  

• Change in bank details 

• Change in nomination details 

• Reprint of PRAN card 

• Reissue of IPIN or TPIN 

• Change of photograph or signature 

The request should be made using the appropriate change request form.  

 Subscriber Shifting 

A subscriber may choose to shift from the PoP/PoP-SP mapped to their account to another 

for reasons such as services provided or change in employment. The requisite form needs to 

be submitted to the existing PoP or new PoP. A subscriber who is part of a corporate model 

shifts employment to an employer who does not provide the NPS benefit can continue 

making contribution under the PRAN as a voluntary contributor under the all citizens model 

and shift to an new PoP. The subscriber has to submit an Inter-sector shifting form to the 

PoP with whom he wants to be associated.  

 

 Nominations 
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The application form provides for filling upto three nominations. If there is more than one 

nominee then the percentage allocation to each has to be specified. If the total allocation 

does not add up to 100 percent the nomination will be rejected. 

A subscriber can make nominations at the time of making the registration without any 

additional charges. Nominations can be made subsequently too, or make changes to an 

existing nomination by approaching the PoP. There will be a fee of Rs.20 for each service 

request. 

4.4.4. Investor Grievance Redressal Mechanism 

PFRDA (Redressal of Subscriber Grievance) Regulations, 2015 provides for a mechanism for 

the NPS to deal with the grievances of its subscribers. The details of this regulation are 

covered in Section 9.6 of Chapter 9 of this workbook. 

According to the regulations all intermediaries in the NPS shall have a senior management 

level officer designated as grievance redressal officer. Each branch or office shall also have 

an officer so designated. Each intermediary shall have a clearly laid out grievance policy and 

procedure to receive, register, acknowledge and handle any grievance raised by a 

subscriber. The policies laid down should meet with the standards laid down by the PFRDA. 

The turnaround times specified for grievance redressal are: 

 An acknowledgement will be sent to the complainant within 3 days of receiving the 

complaint 

 If the complaint does not pertain to the intermediary to whom it was sent, then it 

shall be forwarded to the appropriate entity within 3 days and the complainant shall 

be kept informed of the same. 

 Every grievance shall be disposed off within 30 days from receipt and the 

complainant shall be informed of the resolution in detail. 

 The options to pursue the complaint available to the subscriber should be intimated 

to the subscriber while informing them of the disposal of the case. 

 The complainant can escalate the matter to the NPS Trust if dissatisfied with the way 

the complaint was redressed. 

 If the complaint forwarded to the NPS trust remains unresolved after thirty days, the 

subscriber can approach the ombudsman. 

Subscribers can use the T-PIN allotted to them to register a complaint at the CRA call centre. 

The I-PIN can be used to register a complaint on the website www.cra-nsdl.co.in .  A token 

will be allotted on registration of a grievance and this can be used to track the progress of 

the redressal. A grievance can also be registered by filling up the prescribed form and the 

PoP-SP would forward it to the CRA Central Grievance Management System.  

4.5 Tax aspects of subscribing to the NPS 

http://www.cra-nsdl.co.in/
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The NPS comes under partial EET tax regime. This refers to the tax implications at the stage 

of making a subscription to the NPS, earning returns on the contribution and withdrawing 

the accumulated wealth.  

 The subscriber receives tax benefits at the time of making the investment (E). 

 There is no taxation when the income or return is earned on the contributions made (E). 

 At the stage of exit, tax is applicable (T). For more details, refer to section 4.5.3. 

4.5.1 Investment Stage 

Contributions made by the subscriber in the individual pension account is exempt from tax 

under Sec 80 CCD(1) upto a limit of Rs.1.5 lakhs. This limit covers the deductions available 

under section 80C, 80CCC and 80CCD(1). The employer’s contribution up to a limit of 10 

percent of the basic salary and dearness allowance is also allowed as deduction under 

section 80CCD(2) to the employee. Additionally, since FY 2015-16 an additional deduction 

on investment up to the extent of Rs.50,000 is allowed under a new section 80 CCD (1B).  

Example: Consider the case of a person investing in different financial products eligible for 

tax deduction. Assume he contributes Rs.1 lakh in Provident Fund, Rs. 50,000/- in PPF, 

Rs.50,000 as repayment of housing loan and Rs. 60,000 in NPS. The best use of tax benefits 

available shall be as follows: 

 Rs.1.50 lakhs for products included under Section 80 C 

 Rs.50,000 in Section 80CCD(1B) for the NPS contribution 

In other scenario, a subscriber is investing Rs. 1.50 lakhs in NPS and Rs.50,000 in PPF. In such 

a case, he can avail of the benefit as under: 

 Rs.1.50 lakh (Part of NPS contribution (Rs. 1 lakh) and PPF (Rs.50,000)) under section 

80 C 

 Rs.50,000/- under Section 80 CCD (1B). 

4.5.2 Returns/Earnings Stage 

There is no tax implication for the subscriber in the accumulation stage where the 

contributions earn returns in the schemes in which they are invested. The returns earned 

are reflected in the change in the Net Asset Value of the Schemes. 

4.5.3 Exit Stage 

At the exit stage: 

a) 40 percent of the accumulated pension corpus is tax exempt.  
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b) Further, 40 percent of the accumulated pension corpus which has to be mandatorily used 

to buy annuity, shall also not attract any tax at the time of buying the annuity.11 

c) Remaining 20 percent of the accumulated pension corpus will be taxable.  

For example: A subscriber has the total accumulated pension corpus of Rs.10 lakh (including 

contribution and returns) at the time of exiting NPS.   

a) 40 percent of the total corpus (Rs. 10 lakh) i.e. Rs. 4 lakh shall be tax exempt.  

b) Further, 40 percent of the accumulated pension corpus i.e. Rs. 4 lakh has to be 

mandatorily used to buy annuity. This shall not attract any tax at the time of buying the 

annuity. 

c) Remaining 20 percent of the accumulated pension corpus i.e. Rs. 2 lakhs shall be taxable. 

If the subscriber gets an annuity of Rs. 3000 from the Annuity Service Provider (ASP), then 

this Rs. 3000 will be treated as income as is the case for other pension receipt.  

Benefits to the Subscriber 

The benefit of the NPS as a retirement savings vehicle comes from the way the scheme is 

structured.   

The scheme is transparent in all aspects that affect the subscriber. The contributions are 

invested at the declared NAV. The portfolios are disclosed for the subscribers to scrutinize, 

and the cost structure is clearly defined. The returns from each scheme are calculated based 

on the NAV, which is also publicly available. 

The NPS provides the flexibility of making investments depending upon each subscriber’s 

ability, invest it according to their risk and return preferences, shift between models, 

schemes and fund managers and PoPs, all of which help tailor the investment to the 

subscriber’s needs.  

The NPS is closely regulated by the PFRDA to ensure protection of the subscriber’s savings. 

All the entities are appointed after careful selection based on the eligibility norms laid 

down. The investments are made according to the investment regulations laid down by 

PFRDA. The PFMs have internal monitoring mechanisms and they are overseen by the NPS 

Trust. The PFRDA monitors the activities of all the entities in the NPS system. 

The NPS provides all the advantages of a professionally managed mutual fund to the 

subscriber at a low cost. This includes a well-diversified portfolio created with research-

backed selection of securities that is rebalanced according to expected performance. 

                                                           
11However, it should be noted that when the annuity starts generating the income at the future date then the annuity 
income will be taxable. 
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Sample Questions 

 

1. The National Pension System provides what type of retirement benefit to its subscribers? 

a. Defined contribution 

b. Guaranteed pension 

c. Defined benefit 

d. Voluntary pension 

 

2. Who defines the eligibility norms of the intermediaries in the NPS?   

a. Ministry of Finance 

b. SEBI 

c. PFRDA 

d. NPS Trust  

 

3. In which of the following models of the NPS is the contribution always solely by the 

subscriber?   

a. Government model 

b. State government model 

c. Corporate model 

d. All citizens model 

 

4. A subscriber to the NPS receives the pension for income in retirement from  

a. An Annuity purchased on retirement 

b. The Corporate employer 

c. PFRDA 

d. the government 
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CHAPTER 5: EVALUATING FUND PERFORMANCE AND FUND SELECTION 

 
 

 

 

 

 

 

 

 

5.1 Return on Investment 

An investment product is defined by its return and risk, liquidity and other characteristics. 

The pre-investment checklist for an investor should evaluate these features for suitability 

before including the investment product in their portfolio. Some of the questions that will 

help determine the suitability to the investor includes: 

 What is the type of return that the product generates? 

o Periodic return like interest and dividend 

o Appreciation in the value of the investment 

o A combination of the two 

 Are the returns fixed or guaranteed? 

 Is there a term or period for which the investment will earn the returns? 

 How will the principal invested be returned to the investor 

 Are the level of returns known at the time of investment? 

 What are the risks of investing in the product? 

o Is there a risk of default in receiving the fixed periodic income? 

o Is there a risk of not receiving the principal invested? 

o Is there a risk of the return being different from what was expected? 

o Is there a risk of the return received being insufficient to meet needs? 

o Is there a risk of the return earned being inadequate to beat the effects of 

inflation? 

 Can the capital invested be easily accessed if the investor needs the funds invested? 

LEARNING OBJECTIVES: 

After studying this chapter, you should know about: 

 Return on Investment 

 Different types of return calculations 

 Different measures of risk and their interpretation 

 Evaluating Performance of the Fund 

 Steps in matching investor’s  retirement needs to product 

 Suggesting funds based on investor’s needs and profile 
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In order to be able to answer these questions that are pertinent to evaluating an investment 

for its suitability, it is important to understand the concepts related to returns and risk from 

investments. 

The performance of an investment is evaluated on the basis of the return earned for its 

investors and the risk taken to generate it. The risk and return in a portfolio depends upon 

the asset class in which the portfolio invests in, the type of securities held and the way the 

portfolio is managed. In case of equity portfolios, the extent of diversification or 

concentration in the portfolio, the market capitalization of the stocks held, the stock picking 

strategies, all affect the risk and return. In debt portfolios, the credit rating of securities held 

and the tenor of the securities will determine the coupon income earned and the benefits to 

the portfolio from an increase in value as well as the risk of default and volatility in the 

portfolio.. 

The return on investment (RoI) is calculated by relating the earnings from an investment to 

the cost paid to acquire the investment. The returns from an investment will be in the form 

of : 

 Periodic income such as interest or dividend 

 Gains or losses in the value of the investment 

Periodic income may be fixed and known in advance, like interest on debt securities. Or it 

may not be fixed or known at the time of investment, like dividends. The gains or losses 

from an increase or decrease in the value of the investment are, again, not known in 

advance. The gains and losses may be realized by selling the investment, or unrealized or 

notional and represented by the increase/decrease in the values. Either way they form part 

of the return calculations. 

For example, X invests in a mutual fund when the NAV of the fund is Rs.12. He receives a 

dividend of Re.0.80. One year later the NAV is Rs. 12.50.  

The return to the investor from this investment is the dividend received of Re.0.80 as well as 

the increase in the NAV of Re. 0.50. The total return to the investor is Rs.1.30.  

The total return from the investment can be positive or negative. In the above example, if 

the NAV at the end of the year is Rs.11, then the total return from the investment is Re.-

0.20 (Re 0.80 + (-1.00)). 

5.2 Different types of return calculations 

5.2.1 Absolute Returns 

 

The Return on investment is computed in many ways. The absolute return in rupees simply 

compares the amount earned in the form of interest or dividend and capital gain or loss 

with the investment made to earn it. 
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X invests Rs.10,000 in a fixed deposit and earns an interest income of Rs.900 and Y invests 

Rs. 5000 in a fixed deposit and earns interest of Rs.500 in a year. Which investment gave the 

better return? 

 

The absolute or rupee return earned by X at Rs.900 is higher than the absolute or rupee 

return earned by Y at Rs.500. But this calculation does not consider the amount invested to 

earn the return, Rs.10,000 by X and Rs.5000 by Y.  

 

Calculating the percentage returns eliminates this problem. The rate of return in percentage 

is calculated as Return on Investment/Original Investment x 100. This converts all 

investments to a base of Rs.100 and thus makes it easy to compare between investments 

where the principal invested is different. 

 

In the above example, the return earned by X is 9 percent (900/10,000*100) and Y is 10 

percent (500/5000*100). The return earned by Y is higher than that of X, though in absolute 

terms the return earned by X (Rs.900) is higher than that earned by Y (Rs.500). 

 

5.2.2 Annualized Returns 

 

Just as all principal amounts invested are not the same, similarly the period over which the 

absolute returns were earned may not be the same. For example, an equity investment may 

have earned 40 percent over a 6- year period while a fixed deposit may have earned 8.5 

percent per annum. The returns from the two investments cannot be compared because the 

time horizon over which they were earned is different. 

 

In order to ensure that returns from investments with different holding periods are 

comparable, the returns are annualized or converted to a one year holding period i.e. 

returns per annum. To annualize the returns, multiply the absolute rate of return by the 

appropriate factor depending upon how the holding period is represented. The factor to be 

used is 365/number of days held, 12/number of months held, 1/number of years held, if the 

holding period is given in days, months or years, respectively.  

 

In the above example, the return from the fixed deposit is per annum. The return from the 

equity investment can be annualized by multiplying 40 percent by the factor 1/6 for the 

holding period of 6 years to calculate the annualized return. The annualized return is 6.67 

percent. This is comparable with the 8.5 percent return from the fixed deposit. 

 

5.2.3 Compounded Annual Growth 

 

The compounded annual growth rate (CAGR) is the accepted measure of return for 

investments with investment horizons of over one year. CAGR considers the compounding 
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of returns and time value of money in its calculation. It is the average return at which the 

investment grew from the initial investment value to the end value.  

CAGR is calculated using the formula: ((End Value of Investment/Beginning Value of 

Investment)^1/n)-1, where n is the holding period in years. 

X invests in a mutual fund scheme when the NAV was Rs.12.45. The NAV goes up to 

Rs.16.18 after 3 years. What is the CAGR of the investment? 

CAGR= ((16.18/12.45)^1/3)-1 =9.12 percent 

CAGR is the average annual rate at which the investment grew over this 3 year period. It 

may not represent the return earned in any one year sub-period during this term.. This 

means that any investor who held the investment for the same holding period as the period 

of calculation would have earned this return. But investors who held it for other holding 

periods, say 1 year, may not have earned the same rate of return. The actual underlying 

return may be volatile, and that volatility represents the risk in the investment. 

5.2.4 XIRR 

The XIRR function in MS Excel can be used to calculate the internal rate of return of an 

investment with volatile returns and multiple cash flows to account for. Consider the 

following example: 

X invests Rs.10,000 every three months  in a mutual fund scheme beginning April 1, 2013. 

The last investment was made on 1st January 2016. The value of the investment on March 

31, 2016 was Rs.1,50,000. What is the rate of return earned on this investment? 

The following inputs are required in the XIRR calculation:  

i. Cash outflows (investment value at the time of investment) 

ii. Cash inflows (in the form of income (dividends or interest) and sale value at the 

end of the investment term) 

iii. Corresponding dates 

The cash outflows will be indicated with a ‘-‘ sign before it while putting in the values for the 

XIRR calculations. The IRR calculation using XIRR function in excel is illustrated in Box 5.1 
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Box 5.1: Calculating Periodic Returns using XIRR Function in Excel 

 

As the box shows the return on the investment is 14.26 percent. 

5.3 Measures of risk in an investment 

An investment is seen as risky when the actual return earned is different from the expected 

return. In investments where the returns are not known ahead, the average historical return 

is taken as the proxy for expected return.  The risk in an investment is measured by the 

fluctuations in its returns. The actual returns from an investment is calculated and 

compared against the average return to measure the volatility or deviation. Higher the 

deviation observed, greater is the risk in the investment. An investment is considered risky if 

there is a variation in the actual returns from the average return, irrespective of whether 

the variation is on the higher side or lower side. Investors however consider only variation 

to the downside as risky. For example, if an equity mutual fund with an average return of 12 

percent generates a 21 percent return in one period, 13percent in the next and 16percent in 

the subsequent period is seen as a risky investment because the returns were varied. 

However, investors will see this investment as risky only if the returns are lower than 12 

percent.  

In estimating the risk in an investment based on the fluctuation in its returns, the actual 

returns may be compared to the average return from the investment itself. Or, the 

fluctuations in the return from the investments may be compared to a market index, such as 

the NIFTY 50 or Sensex. Accordingly, the following risk measures are commonly used: 

5.3.1 Standard Deviation 
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Standard deviation is a statistical measure that can be used to gauge the risk in an 

investment by quantifying how much an investment’s actual returns fluctuate relative to its 

average return. It describes the volatility in returns of an investment with a single number: 

higher this number higher is the range that its returns can take and therefore greater is the 

volatility in the investment’s returns. The mean return and standard deviation can be used 

to determine the range that the actual returns may fall in. Comparing the standard 

deviation of an investment with that of other similar investments help investors evaluate 

the level of risk in the investment. It can also be compared relative to the standard deviation 

of a relevant market benchmark to gauge the extent of additional risk taken by the 

investment to generate excess returns, if any. 

5.3.2 Beta 

The total risk in an investment is a combination of systematic and unsystematic risks. 

Unsystematic risks are risks specific to the investments. For example, the risk of cyclicality in 

demand of the products of a company and its impact on revenues and thus share values can 

be offset by diversifying into defensive stocks.12 Unsystematic risks can be reduced or 

eliminated from a portfolio through diversification. Systematic risks refer to risks that apply 

across the board to all sectors and companies, such as risks of inflation, political risk, etc. 

Beta measures the extent of volatility in an equity investment attributable to the systematic 

risks, relative to the volatility in a stock index which has a beta of 1. An investment with beta 

greater than 1 is seen to be more risky than the market and vice versa.   

A stock with a beta of 1.1 is expected to see a rise in its prices by10 percent more than the 

index when markets rise, but in a falling market the price of the stock is expected to fall 10 

percent more than the index. If the markets went up 10 percent, the price of a stock with a 

beta of 1.1is likely to go upto 11 percent. Similarly, if markets fell 10 percent, the price of 

this stock is likely to fall by 11 percent. Stocks with higher beta have a greater volatility in 

prices and thus are seen as risky. 

5.3.3 Sharpe Ratio 

An investment is evaluated both for its risk and return. A higher risk in an investment has to 

be justified by higher returns, and lower returns in an investment has to be with lower risk. 

Risk adjusted return measures the return that an investment is generating for each unit of 

risk taken.  Sharpe ratio is a measure of risk adjusted return. It is calculated as  

Sharpe Ratio = (Investment Return- Risk Free rate of Return)/Standard Deviation 

For example, if the risk free rate of return is 5 percent and a scheme’s return is 14 percent 

and standard deviation is 4, the Sharpe ratio is calculated as (14 percent-5 percent)/4 = 2.25 

percent. 

                                                           
12

 Defensive stocks are stocks of those companies whose product demand and revenues are less influenced by economic 
cycles. For example the demand for medicines and health services are typically insulated from contraction and expansion 
in the economy and individual incomes.  
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From a group of comparable schemes, investors ought to prefer the scheme with the 

highest Sharpe ratio since it indicates that the scheme is able to generate a higher return for 

each unit of risk taken. 

5.4 Benchmarks 

The performance of an asset class is gauged and tracked overtime using a benchmark index. 

To be relevant the benchmark must reflect the features of the asset class it is tracking. 

Typically, a market index such as a stock market index, is used as a benchmark. The return 

from the index for a period of time represents the return from the asset class. The 

benchmark represents the returns from the asset class, and is typically an index. This may 

be market index such as the NSE’s Nifty 50 or BSE’s S&P Sensex to benchmark the 

performance of portfolios that invest in equity markets, or it may be an index created by an 

agency appointed to do so, such as Crisil’s indices for the bond market. 

5.5 Performance Evaluation 

The performance of a managed portfolio such as a mutual fund will depend upon the 

following factors: 

 The investment objective of the portfolio or fund, which will determine the asset 

class in which the fund will invest 

o A fund seeking to provide growth typically will invest in equity markets, a 

fund seeking to provide income will primarily invest in debt securities. 

 The strategy adopted to manage the portfolio or fund 

o Portfolios may be actively managed, with the portfolio manager making 

decisions on asset allocation and security selection; or the portfolio may be 

passively managed with the  portfolio replicating a market index, with no 

selection being made by the portfolio manager 

o An actively managed portfolio may be aggressively managed or 

conservatively managed. For example, a portfolio manager may decide to 

hold a portfolio with a concentrated portfolio. This is an aggressive strategy 

because the exposure of the portfolio to each security will be high and a poor 

performance by any security in the portfolio will significantly affect the 

overall performance of the portfolio or fund. A conservative approach will be 

to have a well-diversified portfolio, so that the poor performance of any one 

or few securities will not significantly impact the performance of the 

portfolio. 

 The investment style adopted by the portfolio or fund manager 

o A debt portfolio may select securities that have certain credit qualities, or 

interest rate sensitivity. An equity fund may choose to invest in the mid-cap 

securities that generate better returns when markets are in momentum, but 

which also see a greater fall when markets decline.  
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The risk and return of the fund or portfolio will be determined by these investment choices 

made in managing it. The return and risk from a fund can be calculated using any of the 

methods discussed earlier. An investor evaluating funds for investment may want to take 

the evaluation to the next step by evaluating the performance relative to: 

 Benchmark performance 

 Peer group performance 

5.5.1 Performance of Portfolio Relative to Benchmark 

Apart from evaluating the performance of an asset class, benchmarks are important 

evaluation parameters based on which investors gauge the performance of managed 

investment portfolios. The returns from a portfolio have to be validated against the returns 

from a suitable benchmark to decide whether the returns are adequate. For example, a 12 

percent return from an equity fund may seem to be strong. But if the returns from the 

benchmark in the same period is 14 percent, then the fund has fallen short of the goal of an 

active fund to outdo the benchmark. Investments like mutual funds which invest in a 

portfolio of securities, will only be able to generate a return that is in line with the asset 

class in which the fund invests. For example, an equity fund is unlikely to consistently post 

positive returns when the equity markets are in a decline mode, since the portfolio of the 

equity fund comprises stocks listed on the equity markets.  The returns from investments 

such as mutual funds will always be relative to the performance of the asset class in which 

the fund invests. 

 

While selecting a benchmark, the asset allocation of the benchmark must be representative 

of the portfolio being evaluated. For example, while the Nifty50 may be a suitable 

benchmark for a diversified, large cap fund, it may not be a suitable benchmark for a midcap 

fund or a sector fund such as a technology fund. Similarly, the Crisil STBEX is suitable for a 

Short-term Bond fund, but a gilt fund is better benchmarked against the ICICI Securities’ 

Sovereign Bond Indices. 

A mutual fund is an actively managed portfolio, unlike a benchmark which is not managed. 

An actively managed fund is therefore expected to do better than the benchmark market 

index, both when markets are rising and when they are falling, i.e. the fund’s return is 

expected to  rise more than the market index in a rising market and fall less than the index 

in a declining market.  

5.5.2 Performance of Portfolio Relative to Peer Group Performance 

Measuring excess return using the peer group as the benchmark is very popular. Peer group 

returns represents other similar portfolios or funds which are also actively managed. 

However, there may be dissimilarities in the way the funds are managed. While comparing 

the performance these differences have to be kept in mind. In comparing peer group funds 

following similar strategies and styles of investing, it is good to consider the return as well as 
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the risk of the funds. A fund may outperform its peer funds, but it may have taken 

significantly higher risks to generate the returns. The level of risk may be unacceptable to 

some investors. 

Understanding the risk and return that a portfolio has generated and measuring it against 

benchmarks helps investors decide whether their money is earning as well as it can and 

within the limits of risk that they are willing to bear.  

 

5.6 Matching Investor’s Retirement Needs to Product 

5.6.1 Advantages of Investing through a Fund versus Direct Investing 

Creating wealth is a long-term process of investing and managing savings. It requires 

decisions to be made at multiple levels: 

 What is the asset class to invest in? 

 What are the investments to select? 

 What are the parameters for evaluating the investments? 

 How will the investments be managed for return and risk? 

 How will the performance be evaluated? 

Some of these questions are specific to the investor’s risk and return preferences which only 

the investor can decide, either on their own or with the help of their advisers. Creating and 

managing a portfolio of investments that meet these risks and return requirements require 

skill, knowledge and time to manage, which not all investors may have. Investors can take 

advantage of publicly offered managed portfolios that allows them to benefit from the 

expertise of professional fund managers.  

The advantages to the investor in investing through a managed portfolio are: 

Expertise: Funds are managed by experienced portfolio managers, supported by research 

teams and advisers that help in constructing the portfolio and managing it. They have access 

to information and analysis on the expected performance of stocks and their valuation, as 

well as economic and market trends. Selection of stocks and buy and sell decisions are thus 

made on the basis of information rather than emotions. 

Diversification: Diversifying investments across asset classes and sub asset classes, and at 

the level of securities is an efficient way of managing risks in a portfolio. All asset classes: 

equity, debt and others, do not perform the same way over each period. Depending upon 

the prevailing economic conditions the performance of different asset classes vary. 

Inflationary conditions favour investment in gold but is relatively unfavourable for debt and 

equity investments. Most asset classes respond positively to momentum in the economy 

and low interest rates. Even within asset classes the sub-categories respond differently. For 

example, short term debt instruments earn higher coupon income when interest rates go 
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up, but long term debt securities take a hit on total returns as the values of long-term debt 

securities fall in a scenario of rising interest rates. Understanding the nuances of changes in 

economic conditions and rebalancing the portfolios accordingly is essential to make sure 

that the portfolio has assets that balance out losses in one or the other. If a portfolio is not 

effectively diversified, a fall in one asset or investment category will see a steep fall in its 

value. It is difficult for investors to build and maintain an effectively diversified portfolio, 

given the constraints on funds available for investing and the skills for managing it. Instead, 

investing in a mutual fund which aggregates investable amounts from a large number of 

investors with similar needs from their investment or investment objective, will allow 

investors to participate in a well-diversified portfolio instead of building an inefficient one 

themselves. 

Costs, Fee, Expenses: Building an investment portfolio involves costs. If the investor chooses 

to do it themselves, then there are costs of procuring research reports, executing 

transactions and others. These costs can be high. For example, investing through mutual 

funds provide investors the same benefits at much lower costs since the expenses incurred 

are borne by a large number of investors in the fund. However, investing through mutual 

funds comes with a fund management cost and investors need to find low cost funds that 

are able to provide the same benefits at reasonable costs. For example, the NPS has a limit 

of 0.01 percent on fund management costs, which is among the lowest available.  

Access and Liquidity: Some investment products may not be available to retail investors or 

the minimum investment required may be very high effectively putting it out of their reach. 

Privately placed securities are an example of products that are typically not available to 

retail investors. In other cases, such as listed debt securities, the product may be illiquid 

making it difficult for the investor to sell the investment and access the funds when they 

need it. Some debt instruments, such as deposits, are typically locked-in for a fixed period 

and there may be a penalty for early withdrawal. A managed portfolio, such as a mutual 

fund, allows access to such instruments that may be out of reach of retail investors or are 

illiquid. The portfolio of an open-ended mutual fund is managed to provide liquidity so that 

investors can withdraw their investments at current NAV even if a portion of the underlying 

securities in the portfolio are illiquid. 

Taxation: Investing directly means taxes have to be paid on any income earned and any 

capital gains realized. The tax rates can be high depending upon the nature of income or 

capital gains and the tax bracket of the investor.  For example, mutual funds provide tax 

arbitrage opportunities because the fund is exempt from tax on its earnings and this is 

passed on to investors as tax-free dividends (dividend distribution tax is applicable on 

dividends from debt-oriented funds) and capital gains. Long-term capital gains are either tax 

free in case of equity funds, or taxed after indexation in case of debt-oriented funds which 

lowers tax payable. 
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Automatic Rebalancing: An actively managed portfolio will be rebalanced across securities, 

sectors and asset classes, depending upon the expected performance. Portfolios also need 

to be rebalanced when there is a need to calibrate the risk either in response to market 

conditions or change in the investor’s circumstances. It must be possible to increase 

exposure to growth assets, like equity, if economic conditions are favourable or to other 

assets such as debt instruments if conditions so demand. As investors’ needs change it is 

necessary to change exposure to different asset classes like equity and debt to reflect the 

need for growth, income and liquidity. Investors who have the ability to assess the 

economic factors and execute changes may do so directly if they have the time and 

knowledge. Others may need the assistance of professional fund managers. 

The Lifecycle model under the NPS allows for automatic rebalancing of the portfolio from 

the maximum equity exposure initially which is based on the equity exposure chosen and 

the age of the subscriber and a gradual reduction of equity exposure as investors come 

closer to retirement. This is suitable for investors who are unable to make portfolio 

rebalancing decisions on their own. 

Total Returns from Investments 

As discussed in an earlier section, the returns from an investment can be in the form of 

periodic income such as interest and dividend, gains in the value of the investment, or a 

combination of the two. Total returns from an investment is a combination of periodic 

income received and the gains in the value of the investment over a period of time.  

 Total returns in debt investments will comprise interest income and changes in the 

value of the securities 

 Total returns in equity investments will comprise dividends and changes in the value 

of the shares 

 Total returns in real estate investments will comprise rental income and changes in 

the value of the asset 

 Total returns in investment in gold and other commodities are typically only from 

appreciation in the value of the asset. 

Change in the value of the investment may be negative, which may lead to depreciation in 

the value of the investment. This will pull down the total return from an investment. 

For example, an investor earns an interest income of 9 percent on a debenture with a face 

value of Rs.100. The price of the bond in the market falls to Rs.98. 

The interest income earned is Rs.9 (9 percent of Rs.100) 

The capital loss suffered is Rs.2 (Rs.100-Rs.98) 

The Total Returns earned is Rs.7 (Rs.9-Rs.2) 
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In this example, the loss of Rs.2 has pulled down the return from the investment. But 

without the capital loss, the returns from the investment would have been Rs. 9 (interest 

income). 

Thus the component of capital gain or loss in total returns makes the total returns from an 

investment volatile. The extent of volatility will depend upon the contribution of each 

component (periodic income and gain/loss in value) to the total returns. In case of equity 

investments the dividend income forms a small proportion of the total return, while the 

capital appreciation in the value of shares contribute the major portion of returns. This 

makes the returns from equity volatile. However, this also means that they have greater 

potential for growth as the value appreciates.   

In case of debt investments, interest income forms the primary source of returns and 

depending upon the type of investment, gains in values may form some portion of the total 

returns. The returns from debt investment see lower volatility. Debt investments such as 

deposits earn only interest income. There is no contribution from capital gains to the total 

returns. In periods of low interest rates, deposit holders have to manage with the low 

interest income, which in some cases may not even be adequate to beat inflation. 

Investments in debt securities, such as debentures and bonds, earn interest income at the 

coupon rate, and gains/losses from changes in the value. The extent of change in the value 

will depend upon the duration of the bond: higher the duration higher will be the gain or 

loss in value, and vice versa. In periods of low interest rate, the coupon income may be low, 

but the low interests rates pushes up the prices of bonds in the markets. The total return 

goes up despite the low interest income because of the contribution from capital gains. 

Investment in debt securities are thus able to generate good returns even when interest 

rates are down. However, this comes with the risk of capital loss eating into interest income 

earned if security values were to decline in a rising interest rate scenario. 

Tax-Adjusted Returns 

Tax-adjusted return is the return earned after taxes have been paid by the investor. The pre-

tax returns need to be adjusted for the tax payable since taxes actually reduce the money in 

the hands for an investor. Considering the post-tax returns gives clarity to the investor of 

what is the income that will be available to meet expenses and needs. 

Consider the following example: 

Suppose an investor earns an interest of 10 percent on an investment of Rs.1000. If this 

interest is taxed at 20 percent, then we calculate tax adjusted return as follows:  

Nominal interest rate = 10 percent   

Interest received = 10 percent of 1000 = 100  
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Tax payable = 20 percent of 100 = 20  

Net interest received= 100- 20 = 80  

Post tax return = 80/1000 = 8 percent  

Financial markets factor in the significance of tax by adjusting market rates for tax 

implications. For example, the bond market has both tax-free and taxable bonds. Tax-free 

bonds are issued by public sector units in the infrastructure sector. Since the interest paid 

on tax-free bonds is not taxed in the hands of the investor, the bonds are issued at a lower 

interest rate as compared to taxable bonds of similar credit quality and tenor.     

An investor is considering a tax-free bond that pays 8 percent p.a. and a taxable bank 

deposit that pays 9 percent p.a. The tax bracket of the investor is 20 percent.  

The two investments can be compared by bringing them both to the same platform: either 

pre-tax or post-tax returns.  

Post tax return  

Interest on tax-free bond = 8 percent  

Effective return on the bank deposit is = 9 percent x (1-0.2) = 7.2 percent  

Pre-Tax or Nominal return  

Bank deposit = 9 percent  

Tax free bond = 8 percent / (1-0.2) = 10 percent  

In this example, the tax free bond is a better choice, since it pays a better return of 8 

percent after tax, compared to the taxable bank deposit. The tax free bond’s 8 percent 

return is equivalent to a taxable rate of 10 percent. Or, the bank deposit should pay 10 

percent pre-tax to be equivalent to the tax free bond paying 8 percent.   

Tax adjusted returns are used to compare two investments that may have a different tax 

treatment. However, the effective return to the investors depends on their tax status and 

tax rates applicable to them.   

5.6.2 Matching Investment to Investor Needs 

The investor’s needs from the investment will define its suitability for investment. The 

needs will vary depending on investor specific factors. 
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Stage of Goal: Accumulation or Distribution 

In the accumulation stage of a goal, investors seek growth in their investment. With a long 

investment horizon investors are able to take some risk for better returns. Investments such 

as equity are suitable for this stage. Investors who would like lower risk in their investment 

portfolio should consider portfolios with a blend of equity and debt or debt portfolios that 

are geared to earn higher returns from taking on some risk. Growth and not income should 

be the goal of the investments. Compounding of returns over the long investment horizon 

also helps in accumulation. 

As the goal comes closer to maturity, the need from the investment moves from growth to 

lower risk accumulation, it is important for the portfolio to be rebalanced with more lower 

risk investments such as debt. At the distribution stage the portfolio should have low risk 

debt instruments that can be easily withdrawn to meet the needs of the goal. 

Return and Risk Preferences 

The return and risk preferences of investors are defined by their particular situation, apart 

from the demands of the goals. An investor unwilling to take risks may seek a lower risk 

investments even if they have an adequately long investment horizon that allows 

considering investments that provide higher returns, albeit with higher risk. The long 

investment horizon is expected to smooth out the short-term volatility in returns. Such 

investors will seek predominantly debt investments. Some investors may be willing to take 

higher risk for better returns even if the time available to accumulate the corpus is low. The 

risk in such a strategy is that in the short-term investment values may show declines and 

this will affect the investor’s ability to accumulate the funds for their needs. A better option 

for such investors is a balanced portfolio with exposure to equity and debt that will give 

better returns from the equity exposure and some stability in returns from the debt 

exposure. 

Assessing the return needs and risk preferences of the investor, matching them to available 

investment options, and evaluating the performance of specific products are the steps that 

precedes an investment decision. 
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Sample Questions 

 

1. CAGR considers which of the following in the calculation   

a. Compounding of returns 

b. Volatility in returns 

c. Composition of the returns 

d. Holding period of the investment 

 

2. Which of the following risks is a systematic risk affecting an investment?   

a. Increasing costs of production 

b. Fall in demand for goods or services 

c. Increase in inflation 

d. Management issues 

 

3. The risk and return in a fund can be explained by _______   

a. Asset class in which the fund invests 

b. The investment strategy used to manage the fund 

c. The investment style of the fund manage 

d. All the options given here 

 

4. Which of the following are features of investments suitable in the distribution stage? 

  

a. Income orientation 

b. Protection from inflation 

c. Stable returns 

d. All the options given here 
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Chapter 6: Other Investment Products 

 

 

 

 

 

 

 

 

 

 

 

6.1 Mandatory Retirement Benefit Schemes 

The Employees’ Provident Fund and Miscellaneous Provisions (EPF & MP) Act of 1952 

requires employers covered under the act to offer the following schemes to the workers. 

Employee Provident Fund Scheme  

Under this scheme, the employee and the employer each contribute 12 percent (10 percent 

in some special cases) of the basic emoluments and allowances to the employee’s EPF 

account. Employees can contribute over and above the statutory rate of 12 percent/ 10 

percent as applicable. However, employer’s contribution is fixed at 12 percent/10 percent. 

Contributions are credited to individual employee accounts. Each year the government 

declares the rate of interest applicable to the scheme. Annual statements which give 

information on the opening balance, contributions during the year, interest credited at the 

end of the period, withdrawals if any and closing balance is sent to each account holder 

through his/her employer. Partial withdrawals are allowed to members for specified 

purposes, including housing, health considerations and marriage. The balance in the 

employee’s account is paid out as a lump sum on retirement, or total and permanent 

disablement or death in service or early retirement. Contributions made by the employer 

and employee are eligible for deduction from total income under section 80C (up to 12 

percent of applicable salary), as is the interest earned on it. Accumulated funds received at 

the time of retirement are also exempt from tax. Withdrawal from the EPF before the 

completion of 5 years of continuous service is liable to TDS at the rate of 10 percent. 

Employee Pension Scheme  

This scheme is run by the Employees Provident Fund Organization (EPFO) and is guaranteed 

by the government. 8.33 percent from the employer’s contribution to the Employee 

Provident Fund (EPF) is diverted to the EPS. The scheme provides pensions for life to 

members or their family upon retirement at the age of 58. The central government also 

contributes 1.16 percent of the wages to this scheme.  

LEARNING OBJECTIVES: 

After studying this chapter you should know about: 

 The features and scope of mandatory retirement savings products 

 The features of the voluntary retirement savings products suitable for the accumulation stage 

in retirement 

 The features of the voluntary retirement savings products suitable for the distribution stage in 

retirement 

 The features of the Reverse Mortgage Scheme 

 



154 
 

Employee Deposit-Linked Insurance Scheme  

Employer contributes 0.5 percent of the total wages. No contribution is made by the 

employee. The benefit provided under the Employees' Deposit Linked Insurance Scheme is 

called assurance benefit. On the death of the member while in service, the nominee or any 

other person entitled to receive the provident fund benefits will, in addition to the 

provident fund, receive the assurance benefit under Employees' Deposit Linked Insurance 

Scheme.  

Gratuity  

The Payment of Gratuity Act, 1972 requires gratuity to be paid to an employee at the time 

of termination of employment where the employee has been in continuous service for not 

less than five years. The condition of completion of five years’ continuous service is not 

applicable where termination is due to death or disablement. The benefit is paid in lump-

sum. Section 4(3) of Payment of Gratuity Act, 1972, deals with the limit on gratuity payable 

to an employee. 

For government employees, all retirement and gratuity benefits received is exempt from tax 

u/s 10(10). For non-government employees, any gratuity received by such employees is 

exempt from tax to the extent of the least of the following: 

a) Half month’s average salary for each completed year of service. 

b) Rs. 10,00,000 

c) Actual Gratuity received 

The exemption is, however, not available for payment of gratuity when the employee is still 

in service. 

Superannuation Benefit  

The existing mandatory retirement benefits are very often found to be insufficient to meet 

the income replacement required at retirement. Employers provide superannuation plans to 

augment the benefits available by contributing to a superannuation fund. The company has 

to appoint trustees to administer the scheme and get the scheme approved by the 

Commissioner of Income Tax.   

A company can offer a group superannuation scheme in two ways:  

 Through the constitution of a trust fund where fund managers are appointed by the 

trustees to manage the fund.  

 Through investment in a superannuation scheme from a life insurance company.   

On retirement the employee is allowed to take one third of the accumulation in his account 

as commutation. Commutation refers to the exercise of the facility of taking a portion of the 

annuity corpus in a lump sum. The balance in the corpus is used to purchase an annuity. 
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Apart from LIC, all other life insurance companies allow its customers to purchase annuity 

from any annuity provider. Income Tax rules restrict the employer’s contribution, whether 

to the PF or superannuation fund or a combination of both, to 27percent of the employee’s 

earnings.  Payments received at the time of retirement or death from an approved 

Superannuation Fund is exempt from tax.  

National Pension System (NPS) for Government Employees 

All central government employees (except armed forces) and central autonomous bodies 

who joined service on or after January 1, 2004, are enrolled into the NPS which is a defined 

contribution pension plan. Also various state governments and state autonomous bodies 

have implemented NPS for their employees with effect from various dates. Ten percent of 

the employee’s salary (Basic + DA) is credited to the individual NPS account with the 

government making a matching contribution. The individual account is identified by a 

unique Permanent Retirement Account Number (PRAN). As per the present guidelines of 

PFRDA, contribution towards pension will be invested in the default schemes of three 

Pension Fund Managers (PFMs), viz. LIC Pension Fund Limited, SBI Pension Funds Pvt. 

Limited and UTI Retirement Solutions Limited in a predefined proportion. Under the 

Government model the contribution may be invested as per the investment guidelines 

issued by PFRDA wherein maximum 15percent of the contribution can be invested in equity-

oriented investments and the rest in fixed income securities. On retirement, a minimum of 

40percent of the corpus has to be used to buy a life annuity and the remaining can be taken 

as a lump sum. On resignation, 80percent has to be annuitized and the remaining can be 

withdrawn. In case of death, the balance in the account is paid out to the nominees. 

6.2 Voluntary Retirement Products 

The mandatory retirement benefits are available only to employees of covered 

establishments as defined in the respective regulations. This leaves people in other 

establishments, self-employed persons and others out of the coverage of the benefits. 

There are products available that individuals can voluntarily subscribe to create their 

retirement corpus and to augment existing benefits.  

As discussed in chapter 2, it is important to align the need of the investor from the 

investment to the features of the product. Typically, the investor’s need is expressed in 

terms of the risk and return preferences, their need for liquidity and the investment 

horizon. The investor’s preferences will depend upon the goal for which the investments are 

being made. The retirement goal has two distinct stages. In the accumulation stage of the 

retirement goal there is an adequately long investment horizon which allows investors to 

take higher risk for better returns. In the pre-retirement stage, the corpus has to be soon 

used to generate the income required in retirement. Accordingly, the retirement 

investments are moved to investments with low volatility so that there is reduced risk of 
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depreciation in the value of the corpus accumulated over time. In the distribution stage, the 

products should be primarily income-oriented with low volatility 

6.2.1 Accumulation Stage Products 

The investment products available for retirement investments can be broadly categorized as 

those suitable for the accumulation stage and those suitable for the distribution stage. The 

products for the accumulation stage are typically growth-oriented investments such as 

equity, and real estate. Since the accumulation stage implies that the requirements of funds 

are not immediate, it gives investments the time to iron-out shorter term volatilities and 

benefit from growth. Including gold in a long-term accumulation portfolio brings in benefits 

of diversification and protects from downside risks in times of financial uncertainties. Debt 

investments are also used for accumulation by investors with lower risk preferences. 

However, care should be taken to reinvest the income from such debt investments and 

benefit from compounding. Other important features of products in accumulation stage 

that will help investors accumulate wealth include long and flexible investment tenor, 

flexibility to invest periodically, option to choose growth and compounding, ease of tracking 

performance and shifting investments with minimum costs, among others. Tax benefits, 

where available, for investments made towards retirement funds enhance the returns from 

such products.  The list of accumulation stage products include: 

 Voluntary Provident Fund 

 Public Provident Fund 

 National Savings Certificates 

 Kisan Vikas Patra 

 Post Office Deposits 

 Bank Deposits 

 Government Securities 

 Corporate Bonds 

 Direct Equity Investments 

 Mutual Fund Schemes 

 Gold 

 Real Estate 

Voluntary Provident Fund 

Persons covered under the Employee Provident Fund (EPF) can choose to contribute over 

and above the mandatory 12 percent of the basic and dearness allowance, to their EPF 

account under the Voluntary Provident Fund. There will be no employer contribution to 

match any contribution made by the employee under the VPF. 

Nature of Investment: The contributions will be invested in the EPF account of the 

employee. Like the primary account, the investments will be predominantly in debt 

investments, particularly government securities. 
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Return: The return on the investment will be declared each year by the government. 

Risks: The risks in the VPF is low because the returns and principal is guaranteed by the 

government. 

Tenor: The VPF is open-ended and subscribers can contribute till the time of retirement. 

Withdrawal of funds is possible according to the rules of EPF. 

Investment limits: The subscriber can invest any percentage of the basic salary into the VPF, 

going up to 100percent of basic salary. 

Flexibility: The amount of investment can be decided by the subscriber and discontinued 

with prescribed notice. Transfer of funds, in case of change of employment, is simplified 

with the Universal Account Number (UAN) which links the subscriber across employers. 

Taxability: All contributions, interest earned and withdrawals are exempt from tax.  

Suitability for the accumulation stage: The interest earned on the VPF is credited to the 

individual’s account and provides annual compounding. The withdrawal is limited by rules. If 

the subscriber continues to contribute to the VPF till retirement then a considerable corpus 

can be accumulated. 

National Pension System (NPS) 

Details of the NPS have been discussed in Chapter 4. 

Public Provident Fund (PPF) 

The PPF is a long term saving product that can be used to accumulate funds for retirement 

and other goals. It can be opened with prescribed banks and post offices by individuals only. 

Each individual can have only one PPF account and one account can be opened in the name 

of minor. HUFs and NRIs cannot open a PPF account. 

Nature of Investment: The PPF is a debt-oriented investment and pays periodic interest. 

Returns: The interest earned is not paid out and compounds in the investment. 

Risk: The risk is low since the interest and principal is guaranteed by the government. 

Tenor: The PPF is a 15 year deposit. The account may be closed and funds withdrawn on the 

completion of at least five years for specific needs such as medical expenses or education of 

dependents. 

Investment Limits: Minimum amount that needs to be deposited in this account is Rs. 500 

per year. The maximum limit is Rs. 1,50,000 per year. Subscription should be in multiples of 

Rs. 5 and can be paid in one lump sum or in instalments not exceeding 12 in a financial year.  

Liquidity: One withdrawal in a financial year is permissible from seventh financial year up to 

permissible limits. Account holders can avail of a loan facility in the 4th to 6th year out of the 
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amount standing to the credit in the account between the third financial year to the fifth 

financial year. 

Taxability: The contribution made each year to the PPF has tax benefits under section 80 C. 

The interest earned each year is exempt from tax and the maturity value is also tax free. 

Suitability for accumulation: The interest is not paid out but credited to the individual’s PPF 

account. This allows for compounding benefits. The withdrawals from the account are 

limited and this allows accumulation of corpus if there is discipline maintained in 

contribution. 

National Savings Certificates (NSC) 

National Savings Certificates are issued by the government and available for purchase at the 

post office. The certificates can be bought by individuals on their own account or on behalf 

of minors. 

Nature of Investment: NSCs are debt investments. 

Tenor: NSCs are issued with tenor of 5 years. 

Return: Interest is compounded annually and accumulated and paid on maturity. 

Risk: Risk is low since the interest and principal is guaranteed by the government of India 

Investment details: Certificates are available in denominations of Rs. 100, 500, 1000, 5000, 

and 10000. The minimum investment is Rs. 100 without any maximum limit. The certificates 

can be bought by cash or through cheques or demand drafts. 

Liquidity: NSCs can be transferred from one person to another with the consent of a 

designated official of the post office under specific situations such as transfers to heirs or 

transfer to institutions where the certificates have been offered as security for loans. 

Premature encashment is allowed only in case of death of the holder, forfeiture by a 

pledgee, or under orders of court of law.  

Taxability: Investments made in the NSC enjoy tax benefits under section 80C of Income Tax 

Act, 1961. Accrued interest is taxable, but it is deemed to be reinvested and therefore the 

interest becomes eligible for Section 80C benefits. 

Suitability for the accumulation stage: There is no periodic interest paid out. The maturity 

value of the certificate includes the interest. This makes it suitable for accumulation. The 

limited liquidity further makes the product suitable for accumulation. The maximum tenor 

of the NSC is only 5 years. However, they are available for purchase easily. Investors should 

have the discipline to reinvest the proceeds on maturity. 
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Post Office Time Deposits 

Post Office Time Deposits (POTD) are similar to fixed deposits of commercial banks. The 

account can be held singly in individual capacity or jointly by a maximum of two holders. An 

individual can hold any number of deposits. 

Nature of Investment: POTD are debt oriented investments. 

Tenor: The post office deposits with terms of one year, two years, three years and five 

years. 

Returns: The interest on the deposits is reset each year by the government. Interest rates 

are compounded quarterly. 

Risk: Risk is low since the interest and principal are guaranteed by the Government of India. 

Investment Details: The minimum deposit amount is Rs. 200. There is no maximum limit. 

Liquidity: The POTD can be transferred from one post office to another. Early withdrawal 

will entail penalty in the form of lower interest. 

Taxability:  The 5-year deposit alone qualifies for tax benefit under section 80 C of the 

Income Tax Act. The interest earned is taxable. 

Post Office Recurring Deposits 

Post Office Recurring Deposit (RD) accounts can be opened by resident individuals, and a 

maximum of two people can hold an account jointly or on either or survivor basis. An 

individual can hold any number of RD accounts, singly or jointly. 

Nature of Investment: Post Office Recurring Deposit is a debt oriented investment. 

Tenor: The RD has a tenor of 5 years. 

Returns: The investment earns interest at rates fixed by the government for each quarter. 

The interest is compounded quarterly and paid out only at maturity.  

Risk: The risk is low since the interest and principal is guaranteed by the government. 

Investment limits: Deposits can be made at a minimum amount of Rs. 10 per month and in 

multiples of Rs. 5 thereafter for every calendar month. There is no maximum limit. Deposits 

have to be made regularly on a monthly basis, and penalties apply for non-payment of 

instalment. 

Liquidity: The RD can be transferred from one post office to another. One withdrawal up to 

50percent of the balance is allowed after one year.The account can be closed after three 

years, and in cases of such pre-mature closure only the savings bank interest rate is payable. 

Taxability: There are no tax benefits on the amount invested or the returns earned.  
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Suitability for the accumulation stage: There is no upper limit on the amount that can be 

invested. On maturity the funds would be credited to the investment account and may be 

reinvested again to earn interest.  

Kisan Vikas Patra (KVP) 

The KVP can be purchased by an adult for self or by two adults for a minor investor. NRIs 

HUFs and other entities are not eligible to invest in the KVP.  It can be purchased from any 

departmental post office or bank through cash, local cheque or DD. 

Nature of Investment: The KVP is a debt-oriented investment. 

Tenor: The amount invested doubles in 113 months.13. 

Returns: The interest earned compounds and is reflected in the maturity value of the 

certificate. 

Risk: The KVP is issued by the government and therefore has the guarantee of the 

government for the returns and principal.  

Investment details: KVP is available in denomination of Rs.1000, Rs.5000, Rs.10,000 and 

Rs.50,000. The minimum investment is Rs.1000 and there is no maximum investment.  

Liquidity: KVP can be prematurely encashed 2 ½ years from the date of issue. The certificate 

can be transferred from one person to another and one post office to another by 

endorsement and delivery. 

Taxability: There is no tax incentive for the investment made and the interest earned is 

taxed on accrual basis. There is no tax deducted at source on the investment. 

Suitability for the accumulation stage: There is no interest paid out to the investors and 

instead it is compounded in the investment and reflects in the maturity value. Since the 

products have a fixed tenor, the proceeds have to be reinvested on maturity so that the 

funds grow till retirement. 

Fixed Income Investments 

The following are bonds and deposits available to retail investors:  

 Government securities  

 Corporate bonds  

 Company deposits  

                                                           
13

This is applicable for the period of April 2017 to March 2018 at the rate of interest of 7.6percent. 
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Government securities (G-secs) are issued by the RBI on behalf of the government. G-secs 

represent the borrowing of the government. Retail investors can participate in the auctions 

conducted to issue these securities in the primary markets. The securities are listed on stock 

exchanges and investors can trade these on the stock markets, though liquidity is low. G-

secs tend to offer a lower interest rate compared to other borrowers for the same tenor 

because there is no credit risk or risk of default in a G-sec.  

Nature of Investment: G-secs are debt securities issued by the government. 

Tenor: The government issues securities for tenors ranging from a month to over 30 years. 

Returns: The interest on G-secs is determined in the auction. There is no cumulative option 

in a G-sec. Interest is paid out on pre-specified dates into the designated bank account of 

the investor. 

Risk: There is no default risk in government securities. However, the price of the securities 

are subject to market risk. The price of the bonds in the secondary market will respond to 

changes in interest rates. An increase in interest rates sees the price of existing bonds 

depreciate and vice versa.  

Investment details: In order to buy G-secs, retail investors have to open a constituent SGL 

(CSGL) account with their bank or any other holder of SGL (Securities General Ledger) 

accounts. The G-secs are held as electronic entries in demat form. Investors can also 

transfer the G-secs to their normal demat account, after buying them. The minimum 

investment amount is Rs. 10000.  

Taxability: Interest is not subject to TDS but is fully taxable. Redemption proceeds are also 

paid into the bank account. 

Inflation Indexed Bonds (IIB) are a category of government securities issued by the RBI 

which provides inflation protected returns to the investors. These bonds have a fixed real 

coupon rate which is applied to the inflation adjusted principal on each interest payment 

date. On maturity, the higher of the face value and inflation adjusted principal is paid out to 

the investor. Thus, the coupon income as well as the principal is adjusted for inflation. 

Another category of inflation-indexed instruments issued by the RBI for retail investors is 

the Inflation-Indexed National Saving Securities-Cumulative 2013. These are bonds of 10-

year tenor. The bond carries a fixed interest of 1.5 percent and an inflation rate calculated 

on the basis of the Consumer Price Index (CPI). The interest is compounded every six 

months and cumulated and paid with the principal on maturity. The fixed rate of interest 

will be the floor and will be paid even if there is deflation. The interest is taxable according 

to the tax status of the investor. The minimum investment was Rs. 5000 and the maximum 

Rs. 5,00,000 per applicant. 
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Corporate Bonds 

Corporate bonds are debt instruments issued by private and public sector companies. 

Companies may also raise funds from the public by making a public issue of bonds where 

retail investors are called upon to invest. Bonds of all non-government issuers come under 

the regulatory purview of SEBI. They have to be compulsorily credit-rated and issued in the 

demat form. All public issues of bonds have to be mandatorily listed on a stock exchange. 

Investors can invest in bonds either in the public issue or by buying bonds in the secondary 

market.  

Nature of Investment: Corporate bonds are debt-oriented investments. 

Investment Details: Public issue of bonds typically requires a minimum subscription of 5 

bonds (Rs.5000). In the secondary markets bonds can be bought in multiples of 1 (lot size).  

Tenor: They are issued for tenors ranging from two years to 15 years. The more popular 

tenors are 5-year and 7-year bonds.  

Return: The coupon interest depends on the tenor and credit rating of the bond. Bonds with 

the highest credit rating of AAA, for example, are considered to have the highest level of 

safety with respect to repayment of principal and periodic interest. Such bonds tend to pay 

a lower rate of interest than those that have a lower credit rating such as BBB which are 

seen as having a high credit or default risk. The listed bonds may also earn capital gains/loss 

when their prices change in response to interest rate changes in the market.  

Risk: The bonds have a degree of credit risk in them which is measured by the credit rating. 

The listed bonds will also have market risk from changes in prices in response to interest 

rate movements. 

Liquidity: The bonds can be traded on the market where it is listed. But liquidity is typically 

low.  

Taxability: Interest earned is fully taxable. Some bonds may have tax-free interest. Capital 

gains earned will also be taxed. The government announces from time to time, a list of 

infrastructure bonds, investment in which is eligible for deduction under Section 80C of the 

Income Tax Act.  Bonds issued by financial institutions like the Industrial Development Bank 

of India (IDBI), India Infrastructure Finance Company Ltd. (IIFCL) and National Bank for 

Agriculture and Rural Development (NABARD) are eligible for such deduction. 

Suitability for the accumulation stage: Government securities pay out the coupon every 

half year. Some corporate bonds and company fixed deposits may provide the facility of 

cumulating the interest in the investment itself. While the government securities may have 
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a long tenor, the others are of 5-10 years tenor. To make the products suitable for 

accumulation, have a designated investment account into which all interest and maturity 

amounts will be credited. Set a schedule, say every three months, to invest the funds in the 

account in products that suits the investors’ asset allocation and need for growth.  

Bank Deposits 

A bank fixed deposit (FD) is a deposit account with a bank for a fixed period of time. It 

entitles the investor to pre-determined interest payments and return of the deposited sum 

on maturity. Fixed bank deposits offer higher returns than savings accounts as the money is 

available for use by the bank for a longer period of time. A fixed deposit is created by 

opening an FD account with the bank which in turn issues an FD receipt. 

Nature of Investment: Bank deposits are debt investments. 

Investment details: The minimum deposit amount varies across banks. 

Return: Interest rates depend on the duration of deposit, amount deposited and policies of 

the bank. In general, longer term deposits pay a higher rate than shorter term deposits. 

Interest on an FD can be paid into the depositor’s savings bank account at a predefined 

frequency, or accumulated and paid at the end of the term. 

Risk: Bank FDs are considered to be a safe investment option. This is because each depositor 

is insured up to Rs. 1 lakh by the Deposit Insurance and Credit Guarantee Corporation 

(DICGC). It includes all deposits and interest on them, held across branches of a given bank.  

Liquidity: Banks may also prescribe a minimum lock-in period during which funds cannot be 

withdrawn from the FD account. They may levy a penalty on depositors for pre-mature 

withdrawals.   

Taxability: Interest income earned is taxable. Investment in specified  5-year bank FDs are 

eligible for tax deductions under Section 80C of the Income Tax Act.   

Suitability for the accumulation stage: Bank deposits typically provide the cumulative 

option for interest that is suitable for compounding and accumulation. On maturity the 

deposits can be re-invested at the interest rates prevailing at that time, or moved to other 

suitable products. 

Investment in Direct Equity 

Investors can invest in equity instruments either in the primary market or in the secondary 

markets. In the primary market, investors can invest in Initial Public Offers (IPO) and Follow-

on Public Offers (FPO) made by companies. These offerings will be available for a limited 

period during which investors have to evaluate and invest. Investors can also buy shares in 
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the secondary market on the stock exchange where issued shares are listed and traded. 

Investing in equity requires knowledge and skills to identify and evaluate factors that would 

affect the performance of the company and the direction of stock markets. 

Investment details: The minimum investment amount in an IPO/FPO may range from 

Rs.10,000 to Rs.15,000. To fall in the retail investor category the maximum investment 

should not exceed Rs.200000. In the secondary market the price of the stock will determine 

the minimum investment. Investors need a demat account to hold their equity investments. 

Transactions in the secondary markets are routed through a broker member of the stock 

exchange. 

Tenor: Investment in equity are open-ended and investors can choose their investment 

horizon. Equity investments need a long-term investment horizon to smooth out short-term 

volatility in returns and allow the investment to realize its potential.  

Returns: Returns is in the form of dividends declared by the company and the appreciation 

in the value of the shares in the secondary markets. Neither the expected dividend nor the 

capital gains or losses are known at the time of making the investment. The yield to the 

investor will depend upon the price paid for acquiring the shares. Dividends are received if 

the company declares it from distributable profits. Capital gains or losses are realized on 

selling the shares. Whether realized or not, the gains/losses form part of the returns to the 

investor. 

Risk: The uncertainty in the returns is the primary risk in equity. There is no guarantee or 

security provided for investors in equity either on principal invested or on the returns. The 

value of the equity shares are affected by company-specific, industry factors and economic 

conditions.  

Liquidity: Shares can be easily sold on the stock markets where they are listed at the 

prevailing market prices. 

Taxability: Dividends are exempt from tax in the hands of the investors. Long term capital 

gains are also exempt while short-term capital gains are taxed at the marginal rate 

applicable to the investor. Securities Transaction Tax (STT) is applicable on transactions on 

the stock markets. 

Suitability for the accumulation stage: The value of equity investments grow over time. The 

long investment period available for accumulation for retirement allows the time for 

companies to ride out economic cycles and grow revenues and profits that is reflected in the 

value of the shares. Dividends received from equity investments into a designated 

investment account should be re-invested to a fixed schedule so that the funds do not lie 

idle. Equity investments require periodic review of the viability of the earnings and growth 

of the company and funds should be switched to other equity shares if the company’s 
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performance is not as expected. Equity shares can be bought easily on the stock markets 

and is best accumulated by investing periodically to average out the cost of acquisition in a 

volatile market. 

Gold 

In India, gold is seen as an asset that is suitable for long term wealth creation. It is also used 

as a collateral for loans and is therefore seen as an asset to fall back on when in need for 

funds. Investment in gold has the potential to beat inflation over a long period. It is a safe 

haven when economic growth is slow and when traditional asset classes such as equity and 

debt are underperforming. Including gold in a portfolio brings stability in returns in periods 

of financial crisis in the economy. As an investment, one can purchase it as coins including 

the Indian Gold Coins available at designated branches of MMTC, bars, jewellery, or through 

gold ETFs (Exchange Traded Funds) or gold fund and the gold bonds and gold deposit 

scheme (launched in November, 2015).  

ETFs and gold funds (mutual funds that invest in gold ETFs) remove the issues of storage, 

assurance of purity, liquidity and the facility for regular investment associated with physical 

holding in gold. Gold ETFs invest in 99.5 percent purity gold which is held with the 

custodians.  

Investment Details: There is no prescribed minimum or maximum investment limits in gold. 

It would depend on the form in which gold is held. Investing in physical gold is denominated 

in grams or fraction of grams, investment in coins or bars will have a minimum number of 

grams, investment in ETFs or gold funds will have a minimum initial investment (typically 

Rs.5000). 

Tenor: Investment in gold are open-ended and investors can choose their investment 

horizon. Gold prices tend to be volatile in the short-term and therefore risky as a short-term 

investment option. 

Returns: Return from gold is in the form of appreciation in value. There is no periodic 

income from the investment. There is no assurance on the returns  

Risk: The returns from gold can be volatile, responding to economic factors. 

Liquidity: The form in which gold is held will determine its liquidity. Divisibility of the 

investment in ETF is high since even one unit of gold ETF can be liquidated or sold in the 

market. In the case of physical gold, while it is easy to sell gold, liquidating it for smaller 

values may be an issue, unless the investor is holding gold in the smallest physical 

denomination possible. Moreover, the deductions on account of wastage and making 

charges, among others, at the time of sale of gold jewellery can eat into the realisable value.  
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Suitability for the accumulation stage: Gold brings diversification to a portfolio and may 

improve the risk adjusted returns of the portfolio in times when there is financial turmoil in 

the economy. The return from gold is all in the form of growth in value, which makes it ideal 

for the accumulation stage. As an asset with volatile prices, it is best to acquire the asset 

periodically to average out the cost of acquisition. 

Real Estate 

Real estate investments may be structured as income generating or growth oriented 

investment. Income generating investments focus on rental income and interest income 

from securities. The risk in this structure is primarily from a probable default in receiving the 

expected income. Growth oriented investments seek to benefit from value appreciation 

over time. They require a longer investment horizon. 

The opportunities in real estate investing have increased due to higher growth rates in 

development and pre-sales across several locations. Real estate investing is primarily 

available as private equity funds and PMS schemes, due to large fund outlay which generally 

corporates and HNIs can make.  

Real estate mutual funds (REMFs) schemes and Real Estate Investment Trusts (REITs) l 

provide additional vehicles for investor participation in real estate investments.14 

However, real estate growth is aligned to economic cycles, as real estate growth has a high 

dependence on money supply and credit availability. Over valuation in bullish markets is a 

common feature, as prices rise rapidly and hence, is a big risk. Therefore, the sector tends to 

suffer steep corrections when the bubble bursts. Timing the investment becomes an 

important factor that determines the returns in real estate investments. Rental incomes are 

a hedge against inflation, as rentals rise with inflation. 

Suitability for the accumulation stage: In India, the returns from real estate are primarily in 

the form of appreciation in value. Investment in land can also be considered since earning 

rental income is not a priority at this stage. Rental income, if available, need to be 

reinvested either in  real estate linked mutual funds, or in other investments to benefit from 

compounded returns. 

Mutual Funds 

Mutual funds are collective investment vehicles that pool investors’ contributions and invest 

the funds according to stated investment objectives. The asset class or combination of asset 

classes that the fund will invest in will depend upon the investment objective of the fund. 

                                                           
14

Real Estate Investment Trusts (REIT)are trusts registered with SEBI that invest in commercial real estate 
assets. The REIT will raise funds through an initial offer and subsequently through follow-on offers, rights issue 
and institutional placements. 
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Investors hold units in the scheme. The value of the each unit (Net Asset Value) will depend 

upon the value of the underlying assets. The portfolios are managed by professional fund 

managers who charge a fee for their services. 

Nature of Investment: The investment objective and the underlying asset class will 

determine the nature of the investment. Mutual funds can invest in equity, debt, gold, real 

estate or a combination of these assets. 

Returns: The return from a scheme will depend upon the type of asset class and sub-asset 

class it invests in. Equity funds will generate higher returns as compared to debt funds. 

Short-term debt fund will generate lower returns than long-term debt funds. The returns to 

the investor from the fund will be in the form of dividends and appreciation in the value of 

the units. 

Risk: The volatility in the returns and other types of risks will depend upon the type of fund. 

Ultra short term debt funds will have steady returns, long term debt funds will see a degree 

of volatility while equity funds will see the maximum volatility. There is no assurance on 

returns from any mutual fund scheme. 

Tenor: Open-ended schemes allow investment holding according to the investor’s needs. 

Closed-ended funds will have a fixed period after which the units will be redeemed at 

current NAV and funds returned to the investor. 

Investment details: The minimum initial investment is typically Rs.5000. In some cases it may 

even be Rs.1000. However, some fund houses allow a minimum initial investment of Rs.500. 

Additional investment including systematic investments will be lower at Rs.1000 or Rs.500. 

Other facilities provided to investors include systematic withdrawals, switch and others. 

Liquidity: Units of open-ended funds can be redeemed at any time at current NAV from the 

mutual fund. Units of closed-ended funds cannot be redeemed before the completion of 

tenor. However, the units can be sold to other investors on the stock exchange where it is 

mandatorily listed. 

Taxability: Dividends from mutual funds are exempt from tax. Debt funds pay a dividend 

distribution tax before paying dividends to the investors. Long term capital gains from 

equity funds are exempt from tax while short term gains are taxed at 15 percent. Short term 

gains from debt funds taxed at the marginal rate of tax applicable to the investor while long 

term gains are taxed at 20 percent after indexation. Investment in Equity Linked Savings 

Schemes provides tax benefits under section 80C of the Income Tax Act, 1961. 

Suitability for accumulation stage: Mutual funds offer investments in different asset 

classes. Investors can choose the growth option or dividend reinvestment option, depending 

upon the tax implications, to allow the returns to be reinvested and compound with time. 
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Units in open-ended funds can be accumulated in a phased manner to benefit from 

averaging down the cost of acquisition. The appreciation in the value of units will be 

reflected in its NAV and can be redeemed when required. Units of closed-ended funds need 

to be re-invested on maturity to enable compounding of returns.  

6.2.2 Distribution Products 

In the accumulation stage of retirement the corpus required is created out of the savings 

and investments made over the working years. In the retirement years this corpus is used to 

generate income to meet expenses. The products that are suitable will be those which 

generate periodic income, where the returns are adequate for the investor’s needs and 

have lower risk to income and principal invested. Protection of capital is important at this 

stage since the opportunity to add to the corpus after retirement is limited. The products 

used to generate income in the distribution stage include; 

 Annuities  

 Government Sponsored schemes 

o Senior Citizens Savings Schemes 

o Post Office Monthly Income Scheme 

o Post Office Time Deposits 

 Bank Deposits 

 Bonds and Debentures 

 Mutual Fund Schemes 

 Reverse Mortgage Scheme 

Annuities 

An annuity is a contract under which a corpus sum is created either as a lump sum or in 

instalments over a period of time, in return for which the insurance company undertakes to 

make a periodic payment to the purchaser of the annuity. The annuity provider may specify 

the minimum and maximum age of entry, minimum purchase price and the minimum 

annuity payable.  An annuity is useful in income and retirement planning as it can generate a 

regular income over a long period of time, on investment of a corpus amount. The annuity 

paid will depend upon the annuity rate applicable at the time of purchase of annuity. The 

annuity rate is guaranteed for the entire period. The annuity rates are reviewed periodically 

with the approval of IRDAI. The rates of different providers need to be compared before 

buying an annuity.  

An annuity may be an immediate annuity or a deferred annuity. In an immediate annuity 

the annuity payments begin immediately on purchasing the annuity, depending upon the 

frequency of payment chosen. In a deferred annuity the vesting age is some time away. In 

the deferment period the corpus is built. The corpus is used to buy the annuity on the 

vesting age at the rates applicable at the time of buying the annuity.  
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Some of the annuity options that are popularly offered are:  

• Annuity payable for life at uniform rate 

• Annuity payable for 5/10/15/20 years and thereafter as long as the annuitant is alive 

• Annuity for life with return of purchase price on death of the annuitant 

• Annuity for life increasing at the simple rate of 3percent 

• Annuity for life with option of 50percent of annuity for spouse for life on the death 

of the annuitant 

• Annuity for life with option of 100percent of annuity for spouse for life on the death 

of the annuitant 

• Annuity for life with option of 100percent of annuity for spouse for life on the death 

of the annuitant and return of purchase price on death of last survivor 

Nature of Income: Income is guaranteed for the period agreed upon depending upon the 

terms of the contract. The rate of return on the annuity will depend upon the prevailing 

interest rates and the terms of the contract.  

Flexibility: The holder of the annuity, called the annuitant, can decide the mode of annuity 

payment. The options available are monthly, quarterly, half-yearly or annual mode. The 

annuity once purchased is final, and the principal invested can neither be redeemed nor can 

a change be made in the type of annuity chosen. 

Risks to Income: Fixed annuities, like any regular annuity, suffer from high surrender charges 

that cut into its returns. Plus, another disadvantage of fixed annuity is that it doesn’t keep 

pace with inflation. As a result, the value of the money will decline over time.   

Taxability: Income from annuities is taxable as income in the hands of the annuitant 

Suitability for the distribution stage: The income from annuity is guaranteed for life or as 

contracted. This makes it suitable for the stage in retirement when income is required. 

Pradhan Mantri Vaya Vandana Yojana 

The Government of India has launched the Pradhan Mantri Vaya Vandana Yojana (PMVYY) 

to provide pension benefits for citizens 60 years and above. The scheme is operated by LIC 

of India. This is a 10-year scheme. The minimum pension is Rs.1000 per month and the 

maximum is Rs. 5000 per month or Rs.60,000 per year. For the minimum monthly pension 

of Rs.1000/month the purchase price or investment required is Rs.1,50,000 and for the 

maximum monthly pension of Rs.5000 the investment is Rs.7,50,000. The purchase price is 

marginally lower if the quarterly, half-yearly or annual mode of pension is chosen. The 

investment is returned on maturity. The ceiling on the maximum pension permitted under 

the scheme applies to the family comprising of the pensioner, spouse and dependents. 98 

percent of the purchase price will be returned if the policy is surrendered for specified 

needs such as critical healthcare requirements. After the completion of three policy years, 
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loan to the extent of 75 percent of the purchase price can be availed at the prevailing 

interest rates. 

Nature of Income: Income is guaranteed for the period of 10 years. 

Flexibility: The policy holder can decide the mode of pension payment. The options available 

are monthly, quarterly, half-yearly or annual mode.  

Risks to Income: The income is guaranteed for the period. The income will not be responsive 

to changes in inflation. As a result, the value of the money will decline over time.   

Taxability: Income from pension is taxable as income in the hands of the annuitant 

Suitability for the distribution stage: The income is guaranteed for the period of 10 years. 

This makes it suitable for the stage in retirement when income is required. 

Government Schemes offered through Post Office and Banks 

Senior Citizens’ Saving Scheme (SCSS)  

The Senior Citizens’ Saving Scheme is a savings product available to only senior citizens of 

age 60 years or above on the date of opening the account. The account can be opened at 

any post office undertaking savings bank work and a bank branch authorized to do so. The 

scheme can be held in individual capacity or jointly with the spouse. The age restrictions 

apply only to the first holder.  

The term for the scheme is 5 years. A one-time extension of three years is allowed, if 

applied within one year of its maturity. Maximum limit of investment is Rs. 15 lakhs. An 

investor can open more than one account subject to the condition, that amount in all 

accounts taken together does not at any point of time exceed Rs. 15 Lakhs.  The deposit can 

be made in cash if the amount is less than Rs. 1 lakh, or cheques or demand draft.  

Premature closure is allowed after expiry of one year. 

Nature of Income: Guaranteed income over the period of the deposit 

Flexibility: The interest is paid out every quarter and there are no choices for the investor to 

make 

Risks to Income: The SCSS is a five year deposit. The rate of interest is announced on a 

quarterly basis by the Government of India to link it with the market dynamics. The upper 

limit on the investment that can be made limits the income that can be generated. 

Taxability: The benefit of section 80C is available on investment made but interest is fully 

taxable. 
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Suitability for the distribution stage: The guaranteed income and the higher rates relative 

to comparable deposits make it attractive to generate a portion of the guaranteed income 

required in retirement. 

Post Office Monthly Income Scheme (POMIS)  

The Post Office Monthly Income Scheme provides a regular monthly income to the 

depositors. This scheme has a term of 5 years. Minimum amount of investment in the 

scheme is Rs. 1500, and the maximum amount is Rs. 4.5 lakhs for a singly held account and 

Rs. 9 lakhs if the account is held jointly. A depositor can have multiple accounts, but the 

aggregate amount held in the scheme across all post offices cannot exceed the maximum 

permissible limits. Premature withdrawal of the invested amount is allowed after 1 year of 

opening the account. 

Nature of Income: Guaranteed income for the term of the deposit. 

Flexibility: The interest is paid monthly for all investors 

Risk to Income: The POMIS is a 5-year deposit.  The rate of interest is announced on a 

quarterly basis by the Government of India to link it with the market dynamics. On maturity, 

the money may have to be re-invested at a lower rate of interest. The upper ceiling  on the 

investment that can be made limits the retirement income that can be generated from this 

product. 

Taxability: There are no tax benefits on investments or income from the POMIS 

Post Office Time Deposits (POTD)  

Post Office Time Deposits have terms of one year, two years, three years and five years. The 

account can be held singly in individual capacity or jointly by a maximum of two holders. The 

minimum deposit amount is Rs. 200. There is no maximum limit. The interest rates on these 

accounts are reset every quarter.  

Nature of Income: The investment provides guaranteed income for the term of the deposit. 

Flexibility: The interest is paid annually for all deposits. 

Risks to income: The rate of interest is announced on a quarterly basis by the Government 

of India to link it with the market dynamics. The money has to be re-invested on maturity 

and the interest rates at that time may be lower.  

Taxability: The interest earned is taxable as income. There is no tax deducted at source. 

Suitability for the distribution stage: The guaranteed, periodic income makes it suitable for 

the income stage. Except for the POMIS, there is no upper limit on the amount that can be 
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invested. The products are for specified terms. So care should be taken to reinvest the funds 

on maturity to ensure continued income at the prevalent rates at the time of reinvestment. 

Bank Deposits 

Banks offer deposits for different tenors of up to 10 years. The bank may specify the 

minimum amount to open a deposit account. There is no upper limit. Banks may allow 

depositors to withdraw or close the deposit before completion of the term, but there may 

be a penalty. Banks offer loans against the deposit, if depositors require funds. 

Nature of income: Banks are typically seen as a safe investment avenue. Therefore the risk 

of default on interest income or principal repayment is typically low. 

Flexibility: Banks may give the option of receiving interest monthly or quarterly or other 

durations to the depositors 

Risk to income: The need to re-invest the funds on maturity means there is a re-investment 

risk that the depositor has to bear. The inadequacy of fixed income to meet expenses on 

account of inflation is the other risk. 

Taxability: The interest income is taxable at the rate of tax applicable to the depositor. Tax is 

deducted at source for interest income of over Rs.10,000 in a financial year. 

Suitability for the distribution stage: The periodic income makes it suitable for the income 

stage. There is no upper limit on the amount that can be invested. The deposits are for 

specified terms. So care should be taken to reinvest the funds on maturity to ensure 

continued income at the prevalent rates at the time of reinvestment.  

Bonds and Debentures 

Bonds and debentures issued by the Government and its agencies, companies including 

financial institutions and public sector enterprises, offer source of regular income in 

retirement. There may be a minimum limit on investment, depending upon the security and 

a maximum limit if the bonds are being subscribed in an IPO. If bonds are being bought in 

the secondary markets there will be no such upper limit. The tenor of the bonds will vary 

from 3 to 7 years for private companies, to 10-15 years for bonds issued by infrastructure 

linked companies to over 30 years for government securities. The interest on the bonds will 

depend upon the tenor and the credit risk of the issuer. 

Nature of Income: The interest income is guaranteed if the issuer is the government or if it is 

an institution backed by the government. In case of other issuers the risk of default would 

depend upon the credit rating of the bond. 
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Risk to Income: Depending upon the tenor, there may be a re-investment risk at the time of 

investing the bonds on maturity. Bonds with lower interest income may mean inadequate 

income to meet expenses on account of inflation. Bonds with high credit risk may put both 

income and principal at risk. 

Taxability: The income from bonds is taxable, unless they are bonds with tax-free income. 

Some bonds may provide tax benefits under section 80 C of the Income Tax Act. 

Suitability for the distribution stage: The periodic income makes it suitable for the income 

stage. There is no upper limit on the amount that can be invested and the bonds may be 

available for purchase in the secondary market also.  Investors willing to take some credit 

risk can earn higher income by investing in lower credit rated bond. However, this should be 

done with caution since the risk of losing the principal invested also goes up. The products 

are for specified terms. So care should be taken to reinvest the funds on maturity to ensure 

continued income at the prevalent rates at the time of reinvestment.  

Mutual Funds 

Mutual funds can be used to generate income from investments in income-oriented 

schemes such as income funds, monthly income plans (MIP) and other debt-oriented hybrid 

funds. Mutual funds may prescribe a minimum investment amount but there is typically no 

maximum limit on investment that can be made. Open-ended funds have no term to 

maturity. Returns earned by mutual funds on securities held are a combination of the 

interest and dividend income as well as capital gains (or losses). A fall in interest income 

may be offset by a gain in market value. Or, a small exposure to equity may help improve 

the returns without significantly increasing risks. 

Nature of Income: Income may be in the form of dividends or from redemption, if it is more 

tax-efficient. There is no guarantee on the income and it may vary from one period to the 

next. 

Flexibility: The periodicity of dividend income and the flexibility to redeem units to generate 

income are the options that an investor can explore to maximize the returns from the 

investment and to save on tax. 

Risks to Income: There is no guarantee on income from mutual funds. There may be 

volatility in the returns depending upon the underlying assets. However, investors can use 

systematic redemption as a means to generate periodic regular income. 

Taxability: Dividend income from mutual funds is exempt from tax in the hands of the 

investor. Investors can maximise post-tax income by choosing periodic dividend or 

redemption of units depending upon which is more tax efficient: dividend distribution tax or 

long term capital gains. 
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Suitability for the distribution stage: Mutual funds with underlying assets that are oriented 

to income generations, such as bonds and debentures, are suitable for the distribution 

stage. Short-term debt funds, Monthly Income Plans are ideal for generating periodic 

income. Income funds and hybrid funds can be used by investors willing to take some risk 

for better returns. The dividend option and systematic withdrawal facility can be used to 

draw regular income from the schemes. 

Real Estate 

Rental income from real estate property held provide a source of income that is adjusted for 

inflation. The income also has the advantages of being periodic and known in advance to 

plan and use. The high capital values of real estate property in India, combined with high 

cost of loans, implies that most real estate investments have negative cash flows for the 

investor in the initial period of investment.  That is, the cash inflow in the form of rent 

earned on the property is typically lower than cash outflow on the property on account of 

home loan repayments, property taxes and maintenance. Over a period of time, as rents go 

up and loan repayments cease, the cash flow from the investment turns positive. The high 

property values also mean that rental yields are low i.e. the rent earned relative to the price 

of the property. However, over time as rents go up on property purchased at a low price 

earlier, the yields improve.  

Real estate can be one more asset class for generating income in retirement, provided the 

investor has adequate investments in financial assets that are liquid, provide regular 

income, and can also be redeemed if there is need for access to the capital.  

The self-occupied home can also become a source of income in the extreme situation of the 

retirement corpus being inadequate to fund a comfortable retirement. The reverse 

mortgage scheme is offered by housing finance companies and banks.   

6.2.3 Reverse Mortgage Scheme 

Rental income from real estate property held provide a source of income that is adjusted for 

inflation. In periods of inflation which pushes up costs rental income also rises, thereby 

giving income that is adequate to meet expenses. The income also has the advantages of 

being periodic and known in advance, so that the investor can plan and use the income to 

meet their expenses. However, rental yield(rental income relative to the price of the 

property) in India is typically low, given the high property prices.   If the property that was 

purchased at a lower price earlier is now generating good rental income, the yield may be 

comparable with other income generating investments. Real estate provides appreciation in 

value as well as inflation adjusted income. The drawback of real estate comes from the low 

liquidity in the investment. If there is an emergency and funds are required immediately, it 

will be difficult to liquidate the investment fast, though it is possible to get a loan against the 

property.  
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For many households the self-occupied property constitutes a large investment. The self-

occupied home can also become a source of income in the extreme situation if the income 

from the retirement corpus being insufficient to meet the needs in retirement. The reverse 

mortgage scheme is offered by housing finance companies and banks.   

The important features of Reverse Mortgage are summarized below:  

a. In a mortgage, a lump sum is borrowed against the security of the property and this 

is paid back over a period of time using Equated Monthly Instalments (EMIs). In 

reverse mortgage, a property owned by the individual is pledged with the financial 

institution against which a periodic income is paid to the property owner.  

b. Eligibility Criteria  

i. Indian citizen of 60 years or more,  

ii. Married couples will be eligible as joint borrowers for joint assistance. In such 

cases, the age criteria for the couple would be at the discretion of the RML 

lender, subject to at least one of them being above 60 years of age and the 

other not below 55 years of age.  

iii. Should be the owner of a residential property (house or flat) located in India, 

with clear title indicating the prospective borrower's ownership of the 

property.  

iv. The residential property should be free from any encumbrances.  

v. The residual life of the property should be at least 20 years. There is no 

minimum period of ownership of property required.  

vi. The prospective borrower(s) should use that residential property as 

permanent primary residence.  

c. The amount of loan available under RML depends on the age of the borrower, 

appraised value of the house and the prevalent interest rates of the lending 

institution.  

d. A reverse mortgage loan cannot be availed against commercial property.  

e. The maximum monthly payments under RML have been capped at Rs.50, 000/-. The 

maximum lump sum payment shall be restricted to 50percent of the total eligible 

amount of loan subject to a cap of Rs. 15 lakhs, to be used for medical treatment for 

self, spouse and dependants, if any. The balance loan amount would be eligible for 

periodic payments.  

f. All receipts under RML shall be exempt from income tax under Section 10(43) of the 

Income-Tax Act, 1961.  

g. The rate of interest and the nature of interest (fixed or floating) will be decided by 

the lender.  

h. The maximum tenure of an RML will be 20 years.   

i. The borrower can prepay the loan at any time without a penalty 

j. An RML will become due and payable only when the last surviving borrower dies or 

permanently moves out of the house. An RML will be settled by proceeds obtained 
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from sale of the house property mortgaged. After the final settlement, the remaining 

amount (if any) will be given to the borrower or his/her heirs/beneficiary. However, 

the borrower or his/her heirs may repay the loan from other resources without 

bringing the property to sale.  

k. The borrower will remain the owner of the house property and need not service the 

loan during his/her lifetime as long as the property is used as primary residence. 

Periodic payments under RML will cease after the conclusion of the loan tenure. 

Interest will accrue until repayment.   

l. The Reverse Mortgage loan can be prepaid at any time during the currency of the 

loan. On clearance of all the dues, all the title deeds will be returned by the lender.  

m. The borrower can opt for the frequency of EMI pay out (a monthly, quarterly, and 

annual or lump sum payments) at any point, as per his discretion.  

n. The Reverse Mortgage Loan Enabled Annuity (RMLEA) is an extension of the reverse 

mortgage scheme. The scheme ensures a life time pay-out to the senior citizens 

through an annuity bought from an insurance company using the reverse mortgage 

loan amount disbursed by the primary lending institutions. 

 The scheme will be available to senior citizens of India over 60 years of age 

who are the owners of the property-. In case of married couples applying as 

joint borrowers at least one of the borrowers should be above 60 years and 

the other 55 years. 

 The primary lending institutions (housing companies and scheduled 

commercial banks) will be the interface for the individual. They will assess the 

property for the eligible loan, disburse it and source a life time annuity with 

the loan amount from eligible insurance companies. 

 The operational guidelines of the National Housing Bank (NHB) define the 

loan to value (LTV) ratio to determine the quantum of loan. It starts at 

60percent between the age of 60 years and 70 years and goes up to 

75percent for age 80 years and above. 

 The borrowing individual has to choose between a lifetime annuity without 

return of purchase price and a life time annuity with return of purchase price. 

The scheme also provides for an annuity cover for the spouse of the primary 

borrower.  

 The amount of annuity received will be a function of the loan value and type 

of annuity chosen. The borrower can decide on the periodicity of the annuity 

payment from the options provided such as monthly, quarterly or annual. 

 The annuity received is exempt from tax in the hands of the borrower. 
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Sample Questions 

 

1. How  is the Gratuity due paid to the employee?   

a. As an annuity 

b. In a lump sum 

c. 1/3rd is commuted and the rest used to purchase an annuity 

d. It is credited to the EPFO account each year 

 

2. Which of the following needs to assessed before investing in a corporate bond for 

retirement savings?   

a. Risk of low returns 

b. Inflation risk 

c. Market risk 

d. Credit risk 

 

 

3. What is the maximum tenure of the Reverse Mortgage Scheme?   

a. 30 years 

b. 25 years 

c. 20 years 

d. For the life of the borrower  

 

4. Which of the following features make Government securities suitable for accumulation of 

the retirement corpus?   

a. Interest is not paid out but cumulated till maturity 

b. Long tenor 

c. High guaranteed returns 

d. All the options given here 
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CHAPTER 7: RETIREMENT PLANNING STRATEGIES 

 
 

 

 

 

 

 

 

 

Planning for retirement involves accumulating the funds out of the savings from income 

earned in the working years and investing the savings to create the retirement corpus. This 

corpus is then used to generate the income that will be used to meet expenses in the 

retirement period. There are strategies that can be used to deal with the financial aspects of 

retirement in an efficient way.  

7.1Bridging Shortfall in Retirement Corpus 

Retirement is a financial goal with many distinctive features such as the goal with the 

longest tenor, both in the accumulation and in the distribution stage. The long tenor has 

many implications for the individual saving for the goal. 

 The funding requirement for the goal is large. A major portion of the saving and 

investment of the individual has to be assigned to it. 

 The goal value will undergo change over time as needs change and become more 

specific. 

 The assumptions made in making the calculation of the retirement corpus on 

inflation rate and investment rate is likely to change over the period. 

 The goal requires periodic review and updation. The change in needs, the period 

available for accumulating the corpus and the retirement period for which 

income has to be provided, all imply a change in the saving and investment 

activities of the individual. 

Given the dynamic nature of the retirement goal, it is possible that the corpus that has been 

accumulated may fall short of the sum of moneynecessary generate the income required to 

meet expenses in retirement. Loans or debt is not an option to meet expenses in retirement 

because a loan imposes repayment obligation which the retiree’s already insufficient 

LEARNING OBJECTIVES: 

After studying this chapter, you should know about: 

 Strategies to bridge income gap 

 Periodic investments  

 Ways of generating retirement income from multiple sources 

 Demarcating post-retirement investments 

 Strategies to take tax advantages in different stages of investment 

 Automate investments 
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income may be unable to meet.  There are different strategies that the retiree may adopt to 

manage the shortfall. 

Prevention Strategy 

It is very difficult to estimate the expenses in retirement early on in the working years. The 

thumb rules, such as 70 percent of pre-retirement income, based on which retirement 

corpus calculations are made in the initial earning years may not truly reflect the actual 

needs. The needs and expenses, including lifestyle expectations in retirement, medical 

situation and other large expenses may be clearer closer to retirement, and the corpus 

estimated at this stage may be more accurate to meet the income required. To enable 

adjustments in the factors estimated for calculation it is important to periodically review the 

assumptions made. The 5 to 10 years before retirement is the time when other goals have 

been met, incomes are high and expenses have stagnated. This is the ideal time to ramp up 

retirement savings to catch up on the expected shortfall, if any. A budget may come in 

handy to realize the higher savings possible at this stage.  Another way to pre-empt 

shortfalls is to rework the retirement corpus target every time there is a life event that has 

an impact on income or expenses. For example, an increase in income that will change 

lifestyle, or a medical condition that means more health costs, death of a spouse are all 

situations that will alter the expenses in retirement and hence the corpus required to 

generate the income. The advantage of reworking the corpus requirement periodically in 

this way provides a longer time frame to make adjustments to the corpus. There is a longer 

time to accumulate the required money and for the compounding benefits to add to the 

corpus.  

Adjusting expectation 

Assessing the adequacy of the corpus periodically also prepares the retiree for adjusting 

their expectations from retirement. While essential expenses and costs have to necessarily 

be met, if the corpus is falling short then the retiree has the time to adjust their other 

expenses to fit in to what is available. If increasing the corpus is not a viable option, then the 

other option is to bring down expenses. 

Delaying retirement and Second career 

If the corpus is seen to be falling short and the additional savings and investments are not 

adequate to bridge the gap, then delaying retirement is an option to consider. This is 

particularly true for people who are considering early retirement. Delayed retirement 

benefits the corpus in two ways: on one hand there is longer time to add to the corpus, and 

on the other hand drawing from the corpus is delayed. If postponing retirement is not an 

option then a second career to earn income in the early years of retirement should be 

considered. This need not necessarily be a continuation of the employment in the pre-

retirement working years. Instead, it can be in any area of interest that the retiree may want 

to pursue in retirement. The income may be large enough to meet all the expenses in the 
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early retirement years, or it may be enough to limit the amount drawn from the corpus. 

Depending upon the extent of shortfall in the corpus the retiree can decide on the income 

requirements from the second career and the period for which it has to continue. 

Protection Strategies 

Longevity, or increased life expectancy, is the biggest risk to the retirement goal.  The 

corpus may seem inadequate if there are long years in retirement to provide for. The 

second risk that needs close attention is inflation. Most guaranteed and fixed retirement 

income remains fixed through the retirement period. However, the expenses keep rising 

through the years and unless this is factored in to the calculation of the corpus, there may 

be a gap between the income that the available corpus can generate and what is actually 

required. One way of protecting against these risks is to include growth investments in the 

retirement portfolio both in the accumulation stage and in the distribution stage. In the 

early accumulation stage the exposure to growth investments such as equity, should be 

much higher and this can come down as the distribution comes closer. In the distribution 

stage, all the money is not required all at once. Some portion of the corpus is required as far 

in the future as 20 to 25 years from the date of retirement. Therefore, there is scope for 

growth and inflation protected investments even in the distribution stage. The higher 

returns help the corpus grow and provide income that can keep pace with inflation. Another 

way of protecting the corpus from being drawn down early is to postpone the vesting date 

of any annuity purchased to the middle retirement years, if there is an alternate income 

source such as second career, in the early retirement years. This way there is an assurance 

of income in the later stages of retirement when the dependence on the corpus is the 

highest. Expenses related to health can be one of the biggest drains on retirement income. 

Preparing ahead with adequate health insurance with lifelong renewability, even if there is 

premium escalation, is one way of protecting income from high health-related expenses.  

7.2 Periodic Investments 

Building a retirement corpus is done over the working life by saving and investing in 

different assets. It is not possible to generate the large corpus required for retirement in a 

short period of time. Given the long investment horizon the asset allocation can have 

growth investments such as equity to enhance returns. The best way to accumulate equity 

assets, given the volatile prices, is to build the portfolio in smaller, regular instalments over 

a period of time instead of trying to buy at the lowest prices. Each instalment will be 

invested at the prevailing prices. When the prices are low the number of units of the 

security added to the portfolio will be higher than when the prices are high. Thus, the 

average cost of acquisition is likely to come down in a volatile market. This strategy can be 

applied to all investments that have volatile prices. Consider the following example of 

acquiring mutual fund units. 
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Month Amount NAV (Price) Units Purchased 

Jan Rs.1000 Rs.12 83.33 

Feb Rs.1000 Rs.14 71.43 

Mar Rs.1000 Rs.15 66.67 

April Rs.1000 Rs.13 76.92 

May  Rs.1000 Rs.16 62.5 

June Rs.1000 Rs.16.5 60.60 

July Rs.1000 Rs.18 55.55 

 Total Amount Invested: 

Rs.7000 

Average Cost: Rs. 14.67 Total Units: 

477.01 

 Value of holding in July Rs.8586.23  

 

The average cost of acquisition is not the lowest price in the period. Nevertheless, the 

strategy of periodic investing adopted has brought down the cost for the investor without 

trying to time the market and buying at the lowest price. Investing periodically and 

consistently in a volatile market helps get a good average price over the investment period. 

Trying to identify the lowest point to enter the market is difficult to execute. The markets 

may begin to rise before the investor can enter into the investment. The strategy requires 

skill and information which investors may not have. Moreover, in the time that the investor 

takes to identify the right time to invest, the funds will be lying idle instead of earning 

returns for the investor. 

In a falling market too periodic investing can be of advantage to a long-term portfolio. The 

investor would accumulate more units when prices fall. When markets turn up 

subsequently, the larger number of units acquired will translate into a higher portfolio 

value. 

When buying securities in the secondary markets, say to create a portfolio of bonds and 

debentures to generate fixed income in retirement years, planning periodic investments 

into the bonds over a period of time can help investors get a better yield on their portfolio 

since they will be buying the bonds at different prices.  

One way for investors to increase the corpus for which they are saving is to step up the 

periodic savings each year to keep pace with the increase in income. This requires discipline 

and if the investor sticks with the plan there is a much larger corpus at the end. For 

example, if the investor gets a salary hike of 10 percent then the attempt should be to 

increase the savings also by 10 percent over the previous year. It is a more effective way to 

keep savings moving up with income rather than stay at a fixed amount. 
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Systematically Monetizing Retirement Assets 

Just as disciplined periodic investments into products whose prices are volatile help 

investors make the volatility work to their advantage, similarly a calibrated withdrawal 

strategy can help investors avoid the risk of exiting when markets are down. The strategy 

can be used in multiple ways in managing the retirement portfolio: 

 Rebalancing the portfolio to reduce exposure to more volatile asset classes such as 

equity as retirement comes closer. 

 Monetizing the retirement assets as the individual moves from accumulation to 

distribution stage of retirement. 

As the stage of investment moves from accumulation to distribution, the invested funds 

should ideally move from growth assets to less volatile investments first, and then to 

investments that will generate income in retirement. Just as investing into volatile assets is 

best spread over time to make the volatility work in the investor’s favour, similarly 

withdrawing funds from such investments is also best done over time. Withdrawing in a 

lump sum in one transaction may mean that the investment may be realized at a point 

when the values are low and this affects the corpus realized. 

Consider the example of Mr. X who has accumulated 10,000 units in LCP Equity Fund over 

the last 5 years. He now wants to redeem the units. If the NAV of the scheme is Rs.40, then 

Mr.X will be able to realize Rs.4,00,000. Instead, if the units were withdrawn in a phased 

manner the investor could benefit from any appreciation in the value. 

Units  NAV 

Amount 

(Rs.) 

1000 40 

             

40,000  

1000 40.8 

             

40,800  

1000 42.43 

             

42,430  

1000 42.01 

             

42,010  

1000 42.85 

             

42,850  

1000 41.99 

             

41,990  

1000 43.25 

             

43,250  

1000 44.55 

             

44,550  

1000 45.88 

             

45,880  
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Units  NAV 

Amount 

(Rs.) 

1000 46.34 

             

46,340  

 Amount  

           

430,100  

 

If 1000 units each were redeemed each month over 10 months, the investor’s total realized 

amount would be 7.5 percent higher at Rs.4,30,100. The risk is that the realization could be 

lower if the NAVs were to decline. The investor should make this decision based on 

expected market conditions.  

The pre-defined withdrawal plan, like a Systematic Withdrawal Plans (SWP) offered by 

mutual funds, can be effectively used to generate income too in the income stage of 

retirement. For example, dividends from mutual funds are not definite. A fund pays 

dividend only if there is adequate realized earnings in the portfolio. Unitholders can set up 

an SWP to redeem units for a fixed amount each period. For example, consider the case of 

Mr.X who holds 5000 units in a Monthly Income Plan (MIP) of a mutual fund and wishes to 

draw Rs.10,000 from the investment each month.  

 

Amount (Rs.) 

A 

NAV (Rs.) 

B 

Units Withdrawn  

C=(A/B) 

Unit Balance 

10000 40.00 250.00 4750.00 

10000 40.80 245.10 4504.90 

10000 42.43 235.67 4269.23 

10000 42.01 238.05 4031.18 

10000 42.85 233.38 3797.80 

10000 41.99 238.15 3559.65 

10000 43.25 231.21 3328.44 

10000 44.55 224.48 3103.96 

10000 45.88 217.94 2886.02 

10000 46.34 215.78 2670.24 
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Fewer units are redeemed when the NAV is high. If Rs.100,000 is redeemed at one shot 

when the NAV is Rs.40, then 2500 units are used up. By phasing out the withdrawal the 

same amount is withdrawn by redeeming only 2330 units. If the NAV was to drop in the 

SWP period, then the number of units required to withdraw the same amount will go up. 

Either way, after each withdrawal the remaining funds remain invested and earn returns till 

they are withdrawn too 

Using periodic withdrawals requires planning ahead. The investor has to have a plan on 

when to start the withdrawal, the periodicity of the withdrawal and the number of 

instalments over which the rebalancing or redemption will be done. In case the entire 

corpus is being realized to transition from accumulation to distribution stage, then there 

should be a clear plan on how the funds will be invested to generate income. To benefit 

from tax advantages of long-term capital gains, the investment in debt instruments, such as 

debt-oriented mutual funds, from which the withdrawals will be made have to be held for at 

least 36 months. The plan for distribution must consider this and either move money into 

investments to an appropriate time schedule or withdraw when the benefit becomes 

available. 

7.3 Retirement Income from Multiple Sources 

A retiree looks for multiple features from retirement income and the retirement portfolio. 

Primary among them are: 

 Adequacy to meet expenses in retirement with inflation protection 

 Income security and protection from longevity 

 Stability and certainty of quantum of income 

 Transparency and Simplicity in understanding 

 Costs& Fees 

 Tax advantages 

 Flexibility : Draw additional funds/change investments/change options 

 Access to capital 

Many of these features are inherently at conflict with each other. For example, the higher 

return that would make it comfortable to meet expenses in retirement will not come with 

stability and certainty. Similarly protection from inflation will mean higher risks of volatility 

in the portfolio. Simple products may be inflexible and with lower returns. The importance 

of any of these features while structuring the retirement income portfolio will depend upon 

individual circumstances. Adequacy and sustainability through retirement, however, will 

rank right at the top for all retirees. 

There can be no one product that meets the multiple requirements that retirees expect 

from their retirement income. The pros and cons of the more popular income products are: 
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Annuities meet the primary retirement requirement for guaranteed lifetime income, 

depending upon the choice made from amongst the annuity options available.  

Pros: The annuitant is assured of a fixed income for the contracted period. There are a few 

options provided for the buyer of the annuity to structure the payout, such as income for 

life, income for life for both annuitant and spouse, and so on.  

Cons: The returns are very low from an annuity. To generate an adequate retirement 

income only from annuities will require a very large corpus. The costs are high and opaque. 

There is no flexibility to change options once selected. The capital is no longer accessible to 

the annuity buyer once it is purchased, unless the annuity provides for return of purchase 

price on the death of the annuitant. As a fixed income stream, annuities are subject to 

inflation risk. 

Bank and Post Office Deposits provide fixed income for the tenor of the deposit with 

negligible risk of default. There is stability of income for the period.  The product is simple to 

understand and transact for individuals and there is a high degree of comfort and 

familiarity. Deposits allow flexibility on choosing the periodicity of receiving interest income, 

withdrawing the deposit, albeit at a cost, taking a loan against the deposit. 

Cons: As a fixed income product there is a risk of the income being subject to the effects of 

inflation. In a low interest phase, investor incomes will be affected and they will be tied to 

the lower rates till the deposit matures even if interest rates rise subsequently. Given the 

nature of the product there is no scope to earn any capital appreciation on the principal 

invested. Since deposits are for a fixed tenor, the deposits have to be reinvested on maturity 

and will be subject to re-investment risk. If interest rates are lower at the time of re-

investment then the investor will have to manage with lower interest income. 

Post Office Monthly Income Scheme & Senior Citizens Savings Schemes are structured to 

provide periodic income at rates prescribed by the government from time to time. The 

income and principal are guaranteed by the government and thus has no risks of default. 

The SCSS feature higher interest rates as they are for the benefit of senior citizens. Scheme 

subscribers have certainty in the quantum of income that will be received by them. The 

products are simple to understand and execute and feature no specific costs of managing 

the scheme. The capital invested can be withdrawn at any time, although there will be a 

penalty. The SCSS provides tax benefits under section 80C at the time of investment.  

Cons: The scheme is subject to inflation risks as the fixed income may be inadequate to 

meet expenses as costs go up. There is an upper limit on the amount that can be invested in 

each of these schemes. As such they may be insufficient to be the sole income source in 

retirement. Since the schemes are for a fixed tenor, there is a risk of having to reinvest at 

lower interest rates when the schemes mature. The schemes do not allow for flexibility to 

tailor to an investor’s needs.  
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Bonds and Debentures are debt securities issued to investors by entities such as the 

government and government sponsored public enterprises, financial situations and private 

companies, among others. They typically provide a fixed interest income over the tenor of 

the security. Interest income will depend upon the tenor and credit quality. Higher the 

tenor, greater will be the interest income. Government guaranteed securities will pay lower 

interest since there is no default risk. Private companies will pay a higher interest income 

relative to government securities of the same tenor on account of the credit risk in them. 

Investors can trade-off some credit risk for higher interest income which can protect against 

the effect of inflation on fixed income. As listed instruments, bonds and debentures are 

capable of generating total return from interest income and capital appreciation when bond 

prices rise in response to fall in current interest rates. Some bonds issued by infrastructure 

related public enterprises provide tax free income, while others provide section 80 C 

benefits at the time of investment. Bonds can be sold in the market at anytime to realize the 

capital if investor needs to access it. Loans are typically available against the security of the 

bonds. 

Cons: Bonds and debentures are not available regularly in the primary markets. Moreover, 

there may be a cap on the number of bonds that investors can be allotted in a public issue. 

In the secondary markets liquidity is low which may make it difficult to build a bond 

portfolio easily. Like all securities listed on the stock markets, investors need to have a 

demat account and trading account to transact in them and there are costs attached to 

them. Investors need skill and knowledge, or good advisers, to help them build the portfolio. 

Investors have to monitor any deterioration in credit risk in the bonds they hold and take 

action to exit the product. There is market risk in the listed bonds and there may be a fall in 

the capital invested if interest rates rise. But this will not affect the interest income earned 

from the bonds held. The bonds have re-investment risks since the bonds are for a fixed 

tenor and the interest at the time of re-investment may be lower.  

Mutual Funds offer lower risk debt and hybrid products that can be used by investors to 

generate regular income in retirement. Products such as short-term debt funds, Monthly 

income plans and even income funds, use different strategies with varying levels of risk and 

return to generate income. The professional fund management allows better selection and 

monitoring of securities to generate income according to the investment objectives. Mutual 

funds generate total returns from interest income and capital appreciation. In periods of 

low interest rates the total returns is boosted by capital gains. The higher returns help 

combat the effects of inflation. The product is flexible and investors can structure the 

returns to suit their need for income and change it without any difficulty. The product 

allows them to take the payout as dividends or by redeeming units, depending upon which 

option gives them better tax benefits on the income. They can access their capital without 

difficulty any time they need it.  

Cons: There is no guarantee or stability or certainty to the income from mutual funds. The 

product has market risk and a fall in prices may even eat into the principal invested. Mutual 
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funds are not easy products to understand and selection and monitoring may require the 

assistance of an adviser. They are transparent in providing all information on the portfolio to 

the investors. There are costs and fees associated with mutual funds that will reduce the 

returns.  

Real Estate is used to generate rental income. The primary advantage of rental income is 

that it is protected from inflation i.e. the income goes up with inflation. It is a familiar asset 

for most individuals. Income from rent can be adjusted for maintenance and other specified 

expenses related to the property that reduces the tax implications. The asset will continue 

to earn income as long as it is held. There is no risk of running out of income. The 

appreciation in the value of the asset adds to the total return from it. It is easy to get a loan 

against the property in case of need.  

Cons: Real estate is a large investment and it ties up a large portion of the capital of the 

individual. It is important to compare the yield (Annual rental income earned relative to the 

capital invested) from this asset with the yield from other options to ensure best use of 

available capital. Managing the lease and other maintenance issues may require assistance 

from brokers, and this implies costs. There may be periods when the property is vacant and 

will not earn an income. Selling real estate to access the capital is a long drawn process. 

Diversified Income Strategy 

As seen in the previous section, different income sources cater to different needs of the 

retiree from the retirement income. Therefore relying on only one source may not be the 

most efficient use of the accumulated corpus to generate retirement income. The different 

sources of income should be brought together to create a portfolio of diverse incomes, each 

of which caters to different demands from income in retirement. There is no one 

combination that will work for all retirees. While income security for life will be the top 

priority for most retirees, the other features will get importance in varying degrees. The 

combination of assets in the income portfolio should also consider the skill and knowledge 

of the individual to understand and operate the product. 

Some points that can help in constructing income streams in retirement are: 

 Earmark guaranteed payouts like pension and annuity payments to meet 

mandatory and essential living expenses such as taxes, insurance and living costs. 

Limit the use of annuity to only these expenses since it is a low yield product. 

 Use POMIS, SCSS, bank deposits and rental income, if any, to meet the next 

category of regular expenses. 

 Investments in bonds and debentures can be used to accumulate funds for 

medium term goals such as travel in retirement. 

 Mutual funds can be used to bring that element of growth assets to the portfolio 

with the portion of the corpus that is not immediately required for generating 

income. 
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 Defer annuity payments to the middle and later retirement years when 

retirement income is not supported by income from a second career.  

7.4 Demarcate Post-Retirement Investments 

Financial planners use the strategy of demarcating the investments in the post-retirement 

portfolio based on when the funds will be required to meet retirement expenses. The 

strategy (commonly called the bucket strategy) envisages three buckets into which the 

investor’s retirement corpus will be divided:  

The first bucket will hold the funds required to meet the immediate 3-5 years of the 

retiree’s expenses. Depending upon how safe the individual wants to be, this can be 3 years 

or five years or even more. The idea is that the retiree must be assured of having adequate 

ready funds to meet their expenses in this period. The bucket will therefore hold very low 

risk products. This may include the pension that the retiree is likely to get, if any, augmented 

by investments such as cash and equivalents for the first year, fixed deposits with banks 

each maturing in the 2nd year to 5th year so that the income is protected from inflation, 

interest income for a government guaranteed scheme such as the SCSS up to the maximum 

permissible limits which provides higher interest income along with tax benefits at the time 

of investing, interest income from the Post Office Monthly Income Scheme, and if necessary 

to bridge any shortfall in income, a  single premium immediate annuity that pays income for 

five years may be considered if the rates are competitive. Apart from the income required 

for 3 years to 5years, the first bucket should also hold emergency funds that may be needed 

to meet a large and unplanned expense.  

The second bucket is the safety cushion bucket and it will hold the funds required in the 

next 10 to 15 years of retirement. Since the first bucket takes care of all needs for the next 5 

years there is no risk of this bucket of investments being drawn upon to meet the needs of 

the investor. Hence there is scope for investment into assets that can earn better returns 

albeit with some risk. Long term income funds and FMP, bonds and debentures, real estate 

assets and lower risk equities exposure not exceeding 20 percent of the portfolio, are all 

investments that can find a place in the second bucket.  

The third bucket consists of funds that are required 20 years away from the start of the 

retirement period. This bucket has the potential to take higher risks in growth assets since 

the funds in this bucket are not expected to be used for the next 20 years. Balanced funds 

that invest in equity and debt, large cap equity funds and ETFs, long term income funds, real 

estate investments are all assets that can bring growth to the long- term portfolio.  

Maintenance of the Buckets  

Each bucket has a role to play. Bucket 1 is the drawing down bucket and the funds are used 

to meet expenses. Bucket 2 will refill bucket 1 periodically and bucket 3 will refill bucket 2. 

Overtime, as the retirement progresses towards the later years, the riskier bucket 3 will 

slowly empty into the safer bucket 2. 
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There are different ways in which the buckets can be replenished. This can be done on a 

prefixed schedule, say annual or it can be done whenever the funds fall below a pre-defined 

level or on an ad hoc basis. The buckets can be refilled in different ways. For example, it can 

be done whenever an investment in the second bucket matures and is due for re-

investment. Or, bucket 1 can be refilled from any dividends or interests received in bucket 2 

and 3, and then redeem capital from bucket 2 only to the extent required to bridge the 

difference. Or, bucket 1 and bucket 2 may be redeemed only by redeeming investments 

from bucket 2 and bucket 3, respectively, as required. Bucket 2 will be refilled from bucket 3 

as and when there is any reduction from the targeted amount in this bucket. Bucket 3 will 

be drawn down over time and eventually empty out. The lower risk bucket will be refilled 

from a higher risk bucket and never the other way. For example, if there is a stock market 

crash then the fall in value in bucket 3 will not be made up from the safer assets in bucket 2. 

Since the funds in bucket 3 are required 15 to 20 years in the future, if not more, there is 

sufficient time for the funds to benefit from a market recovery and an upturn. 

It is prudent to be conservative with the riskier assets held, whether in bucket 2 or 3, and 

book profits periodically. One way to do it is to set a target return, say 12 percent per 

annum, and if there is a higher return then book profits and move it to the second bucket or 

from the second bucket to the first bucket so that the risky asset does not grow to become a 

large component of the portfolio. The drawback of this strategy is that the growth assets 

will lose out on compounding from reinvestment. But in the retirement stage retirees 

typically prefer that their portfolios should be managed to minimize risk rather than 

maximizing returns.  

While filling the buckets can be done at the start of the retirement period, it may be a good 

idea to have the plan ready ahead and start filling the bucket in the pre-retirement stage to 

lock in on any high interest opportunities and take advantage of good entry prices into other 

assets. 

The bucket strategy can be used in many ways to structure the retirement portfolio. 

Typically,3 buckets are used to demarcate investor funds. More buckets can be used, say 6 

buckets of 5 years each with the risk going up marginally from one bucket to the next. 

Another way to use the bucket strategy is to take care of mandatory and essential expenses 

using the pension, if any, and annuities. For the other expenses use the buckets to fund the 

costs. 

7.5Tax Advantages in Different Stages of Retirement 

The portfolio of investments created to accumulate the retirement corpus in the 

accumulation stage and subsequently, to generate retirement income in the distribution 

stage are subject to tax. There may be tax benefits available at the time of making the 

investment, or on the returns earned, or on the value of the investment at the time of 

redemption or sale. These tax implications impact the actual return earned by the investor 

and should be considered to maximize the returns from the investments. 
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In the accumulation stage look for avenues to contribute retirement savings that give tax 

benefits that contribute to the corpus’ growth. There are three stages of the investment at 

which tax benefits may be available: Contribution, Earnings and Maturity. 

Stage of Contribution 

There are some investments that provide tax benefits at the time of investments. 

Investments covered under section 80 C including contributions to Employee Provident 

Fund, Public Provident Fund, Equity Linked Savings Schemes, NSC, SCSS, bonds with tax 

benefits, and others provide tax benefit in the form of deductions up to the specified limit 

(currently Rs.1.5 lakhs) from the total income. Additionally, contributions made to specified 

pension plans, such as the National Pension System also gets benefits of deduction under 

Sec 80CCD(1) within the limit of Rs.1.5 lakh mentioned above. Contributions to the NPS also 

gets an additional tax benefit in the form of deduction to the extent of Rs.50,000 under 

section 80CCD(1B). Contributions made by the employer under NPS to the extent of 10 

percent of basic salary plus DA of the employee is also available as deduction under section 

80CCD(2). 

The benefit of tax deductions is that it reduces the outgo of income on account tax. The 

income saved is available for consumption or saving. In the early working years there may 

be many claims on the money so saved. But as far as possible try to save and invest this 

money so that the money accumulated for goals get a boost. For example, assuming an 

average return of 10 percent from the tax saving portfolio, investing Rs.1,50,000 over 25 

years will accumulate a corpus of Rs.1.5 crores. If the additional Rs.45,000 of the tax saved 

(assuming a 30 percent tax bracket for the investor) was also invested, then the corpus will 

go up by an additional Rs.44 lakhs over the 25 year period. 

Stage of Earning  

The investments made for accumulating the required corpus will earn returns through the 

investment years. Some investments earn returns that are not charged to tax when they are 

earned. These include the PPF, equity investments including equity mutual funds, dividends 

from other mutual fund schemes though there is a dividend distribution tax payable on it, 

NPS, bonds issued with tax free interest income and others. Investment with returns that 

are not taxed implies growth and compounding at higher rates relative to investments 

where a portion of the returns are paid as taxes. Products whose interest are taxable should 

ideally have a post-tax returns comparable with the tax-free products to be considered for 

the accumulation portfolio. 

Stage of Maturity 

The maturity value of some investments are not taxed, and the entire amount is available 

for meeting the goals. Investments such as the PPF, Equity investments classified as long-

term for capital gains exemption (investments held for more than one year); 40 percent of 

the accumulated value in the NPS is tax exempt, in addition to the 40 percent of the corpus 
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that is used to purchase an annuity; maturity value of the EPF, are all examples of products 

that are not taxed on their maturity value. The strategy should be to utilize these 

investments as far as possible, subject to limits if any. For example, though earnings from 

equity investment and their gains are not taxed, the amount of equity investments that an 

individual will choose to invest in will depend upon the risk they are willing to take. 

Investments in PPF are currently capped at  Rs.1.5 lakhs per annum by regulations. 

Strategies to Benefit from Tax in the Distribution Stage 

In the withdrawal stage, the focus of the distribution strategies should be to maximise 

income from the corpus with minimum drain from taxation and costs. However, there are 

multiple imperatives from retirement income, such as assured income, adequacy to meet 

expenses and combat inflation and stability of income. Taking advantage of tax benefits 

available has to be considered within the framework of these demands from the retirement 

income. 

It is desirable to have a sequence in which the various sources of retirement income will be 

tapped so that the various demands from retirement income are met along with maximizing 

post-tax income. To execute this, draw income from diversified sources that have different 

tax treatments: taxable, tax-exempt and income that can be managed for tax benefits.  

The place to start is with the fixed pension from the employer, if any. A guaranteed pension 

is essential to meet the mandatory expenses in retirement. To the extent that the employer 

pension falls short, seek annuity payments to cover it. This is taxable income but has the 

advantage of certainty for life.  

For other essential living expenses in retirement which is not covered by the first level of 

income, look for sources of income that may offer some tax benefits. Some investments 

provide tax free income such as interest from tax free bonds. Other tax- free income include 

dividends and long-term capital gains earned from equity investments, including equity 

mutual funds and any sum received under a Reverse Mortgage Scheme. Whether or not to 

choose an investment for the tax-free nature of returns will depend upon the returns 

expected and the tax bracket of the investor. For example, consider the case of a bond 

which pays a tax free interest of 7 percent.  An investor whose income is in the 5percent tax 

bracket will compare this bond with other investments of similar risk and tenor with a pre-

tax income of at least 7.37 percent (approximately). The post-tax return of this investment 

will also be 7percent. If there are investments that give a pre-tax return of more than 7.37 

percent then the post-tax return will be higher than that of the tax- free bond and investors 

may prefer to invest in the investments with the higher return over the tax-free bond. For 

an investor in the 20 percent tax bracket the cut-off pre-tax return that a comparable 

investment has to provide beyond which they will choose not to invest in tax free bond of 7 

percent return is 8.75 percent, and for an investor in the 30percent tax bracket the level is 

10percent. Another way in which tax-free income can be used is to prevent the retiree from 

being tipped over to the next tax bracket. For example, if the taxable income of a retiree 

after considering all deductions available stands at Rs.10,50,000 then it pushes the retiree 
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from the 20 percent tax bracket into the 30 percent tax bracket. If the retiree had access to 

tax-free income, say interest from tax free bonds, then this can be used to bridge the last 

Rs.50, 000 income required and still stay in the 20 percent tax bracket. 

At the next level, use income on which adjustments are allowed that can reduce the income 

charged to tax. For example, rental income earned is adjusted for municipal taxes paid. 

From this net annual value there is a standard deduction of 30 percent allowed and interest 

on loan to buy the property. The net rental income after these adjustments is added to 

income from salary and taxed at the applicable IT slab rates. The income that is charged to 

tax is therefore lower than what is actually earned and available to meet expenses in 

retirement. 

Other sources of income that can be managed for tax includes investment returns that can 

be drawn and taxed as long-term capital gains instead of income in the form of interest or 

dividend that may be charged to tax at the marginal rate of tax applicable to the investor 

which may be higher. The gains on sale is treated as long term capital gains if the asset was 

held for more than 36 months (one year, for equity investments) before transfer. This is 

likely to be taxed at a lower rate and provides the benefit of indexation, as compared to 

income that is taxed at the income tax slab rates.  

For example, assume Rs.1 lakh each was invested in a bank FD and a Monthly Income Plan 

of a mutual fund and both investments earn a 3 year compounded annual growth rate 

(CAGR) of 10 percent.  

The interest earned on bank FD is Rs.33100 (at a CAGR of 10 percent) and this is added to 

the total income and taxed at the income tax slab rates. Assume the marginal rate of tax is 

20 percent, then the tax payable will be Rs.6620. 

In case of the Monthly Investment Plan (MIP) the investment was made at an NAV of Rs.10 

and is now valued at Rs.13.31 (10 percent CAGR). Long term capital gain is taxed at 20 

percent after indexation. Indexation is done based on the cost of inflation index (CII) in the 

year of acquisition and year of sale. Assume the CII in the year of acquisition was 711 and in 

the year of sale 1024. The purchase price is indexed as Rs.10 x 1024/711= Rs.14.40. The NAV 

at redemption is Rs.13.31. There is no capital gain to be taxed and the entire gain of 

Rs.33100 is available for use by the investor. The capital loss calculated can be set off 

against other capital gains and carried forward for 8 years. 

Though both the FD and MIP earned the same CAGR, the returns from the MIP is tax-

efficient and generates higher post-tax income for the investor. 

The returns from some investments can be structured in a way that gives better post-tax 

returns to the investor. For example, the returns from a debt fund can be taken as dividend 

or by redeeming units and realizing the capital gains. The dividends imply a dividend 

distribution tax of 25 percent which is indirectly borne by the investor. The long term capital 

gains are taxed at 20 percent after indexation. Given the long-term nature of retirement 
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savings, the capital gains subject to tax after indexation will be very low. It is important 

therefore to keep the tax aspects in focus while structuring the investment as well as the 

returns. 

All tax benefits available that can help save taxes should be used as far as possible. The basic 

level of income exempt from tax is higher for people over 60 years of age and for those over 

80 years. Currently, this stands at Rs.3, 00,000 and Rs.5, 00,000 respectively. There are 

deductions available from taxable income for investments made under Section 80 C upto a 

limit of Rs.1,50,000, additional tax benefits for contributions to notified pension schemes 

such as the NPS to the extent of Rs.50,000 and deductions for premiums paid on Health 

policies under section 80D to the extent of Rs.30,000. Other deductions available that are 

pertinent to the retirement stage include deductions for disabilities and specific diseases up 

to specified limits for self and dependents and deductions for donations made to eligible 

charities. All of these can be used to reduce the income taxed.  

Other tax benefits such as setting off loses against gains, and carrying forward losses to be 

set off against gains in the subsequent years should also be considered to reduce tax outgo.  

 

7.6 Automating Investments 

Once a retirement plan is made the process for executing it should also be set in place. 

Living by a budget to realize the savings is just the first step. The retirement goal will benefit 

only when the savings are invested. Similarly, having a schedule for evaluating the portfolio 

annually and rebalancing the portfolio will help manage the risks in the portfolio. Many of 

these essential activities get ignored or postponed for want of time to execute them. Using 

facilities offered by bank and investment providers many of these activities can be put on 

auto mode. Managing the hygiene factors related to the retirement portfolio can go a long 

way in meeting the goals in retirement. These include: 

 Have a regular schedule for investing surpluses, say every quarter. For some 

investments, such as the NPS and mutual funds it is possible to do the same every 

month. The quicker the savings are invested the longer the funds have to compound 

and grow. 

 Use bank account facilities such as sweep and standing instructions to move the 

targeted savings each month to identified products, or to an investment account and 

invest the same in short-term deposits so that the money does not lie idle till such 

time it is invested according to the approved asset allocation for the portfolio.  

 Sign on for automatic investment options where available, such as Systematic 

Investment Plans (SIP), to bring discipline in investments. 

 Select the options to receive returns in investment in a way that meets the 

requirements of the stage in retirement. For example, use the growth option or 

cumulative option to reinvest returns and earn compounding benefits in the 

accumulation stage. If the payout option is chosen with a view to diversify or reduce 
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exposure to a particular investment, then move the payout to a designated 

investment account from which it should be invested without delay. This will 

eliminate the risk of the returns lying un-invested and losing on compounding 

benefits.  

 Link investment accounts, broking accounts and demat accounts to a designated 

bank account and do the investments and transactions online. A one-time detailed 

procedure is involved in setting up online investment facilities.  

 Use a standing instruction with the salary account to move money first to the bank 

account designated for investments so that you don’t miss out on your investments 

targets. 

 Use the bank account designated for investments to receive all periodic income such 

as dividends and interest and to receive redemption proceeds of investments. Sign 

up for direct credit facilities so that the money is immediately available for 

investment and there is no delay in presenting cheques and other payment 

instruments for credit. 

 Use the automatic rebalancing facilities offered by some investments to manage the 

risk in investments. For example, the lifecycle fund of the NPS calibrates the 

exposure to equity with reference to the age of the investor. Mutual funds provide 

trigger facilities to rebalance the portfolio based on factors such as the level of an 

equity market index or the returns earned on a portfolio or 

appreciation/depreciation in the NAV. On the trigger being activated the funds will 

be redeemed from the scheme or switched out to another specified fund. 

 Schedule periodic monitoring of the portfolio is mandatory both in the accumulation 

and in the distribution stages. The monitoring is important to enable: 

o Performance evaluation of the investments held 

o Rebalancing the portfolio to align to current asset allocation requirements 

o Booking profits periodically to manage risks 

The strategies used in retirement planning are not always targeted to earn the highest 

return. Retirees are less concerned with maximizing returns than with managing the primary 

risks in retirement, namely longevity and adequacy of income. The strategies in retirement 

will therefore target these needs. 
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Sample Questions 

 

1. The retirement goal value will be affected by which of the following changes in the 

individual's life?   

 

a. Early retirement 

b. Increased expenses 

c. Reduced savings 

d. All the options given here 

 

2. What are the decisions that the individual has to make while signing up for a systematic 

investment or withdrawal plan?   

a. Fixed amount to be invested each period 

b. The periodicity of the installments 

c. The number of installments 

d. All the options given here 

 

3. What is the maximum holding period that a risk averse investor is likely invest his funds in 

the first bucket under the 'Bucket Strategy'?   

a. 5 years 

b. 4 Years 

c. 3 years 

d. 2 Years 

 

4. Which of the following facilities bring discipline to the investing activities of individuals?

  

a. Online Investment 

b. Standing Instructions 

c. Systematic Investment Plans 

d. All the options given here 

  



196 
 

CHAPTER 8: SPECIAL SITUATIONS IN RETIREMENT 

 

 

 

 

 

 

 

 

 

8.1 Debt Obligations in Retirement 

An essential activity in the pre-retirement stage is to assess the debt situation of the 

prospective retiree. One way to do this is to track the debt to income ratio over the years 

and ensure that it is tending to zero as retirement approaches. This is an important 

parameter to assess retirement readiness because debt can erode retirement security and 

financial freedom. If there is a loan obligation then it must be provided for in retirement 

along with essential expenses from guaranteed income.  Other expenses will have to be 

postponed till these debt are repaid. This may mean that the retiree may have to commit 

more funds to a low return product like an annuity that guarantees a fixed income. 

Moreover, the portion of the corpus to be kept in highly liquid, safe investments to meet 3 

to 5 years of the individual’s expenses will be higher. Servicing the debt will affect the 

corpus’ ability to generate returns that will ensure a comfortable retirement.  

The priority therefore should be to pay-off the debt before retirement. The debt assessment 

should include the following steps: 

 Make a list of the outstanding debt. Details to be listed include amount outstanding, 

interest rate and nature of debt, among others 

 Rank the debt for repayment in order of highest cost to lowest 

 Make a plan to pay down the debt.  

8.1.1 Loans 

The types of debt that is likely to be on the individual’s balance sheet include mortgage, 

credit card debt and student loans and personal loans. Paying of the high cost debt such as 

credit card and personal loan should be done first so that it stops draining the available 

income. Attention should also be paid to the outstanding mortgage, though typically it is a 

low cost loan. If repayment of the outstanding loan at the time of retirement was part of the 

original financial plan, then there will be funds accumulated to pay it off. Else, in the pre-

retirement stage it is better to increase repayment from additional savings so that the 

individual is debt-free in retirement.  

LEARNING OBJECTIVES: 

After studying this chapter you should know about: 

 Dealing with specific situations in retirement such as dealing with debt, health 

conditions and estate planning 

 Maintaining important documents relevant for retirement 
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Even though mortgages have tax benefits on repayment of principal and interest on the 

home loan, it is important to assess how much of tax benefits will be available before 

considering carrying the mortgage into retirement for the tax benefits. As the loan tenure 

comes closer to completion, the component of principal in the EMI is higher than that of the 

principal. Currently the tax benefit available on principal repayment is limited to Rs.1.5 lakhs 

under section 80 C. Assuming the retiree has taxable income in retirement, the saving on tax 

may be Rs.7,500 or Rs.30,000 ( 5 percent or 20 percent tax bracket assuming a lower level of 

income in retirement). There may be other investments such as Bank FDs and SCSS, held by 

the individual in retirement that may also be eligible for Sec 80 C benefits, and it may be to 

the investor’s detriment if they are not able to claim the tax benefits if the home loan 

principal repayment took up the amount eligible under this section.   

If there is a plan to down-size in retirement and sell the house and move to a smaller home, 

then the sale realization can be used to repay the amount outstanding on the loan before 

buying the new house. The amount of income freed up such that there is no longer any 

mortgage payments to be made can then be invested to earn returns or used to meet other 

needs in retirement.  

Repaying loans should ideally be made from additional savings in the pre-retirement stage 

as far as possible rather than from redeeming or selling investments accumulated for other 

goals, particularly retirement. For example, using funds accumulated in the NPS account for 

retirement and which can be withdrawn and used to buy an annuity without having to pay 

any tax, will become taxable if the funds were used to repay loans or other expenses. 

The ability to use the home as an asset against which funds can be generated through loans 

or a reverse mortgage is possible if the property is free of any claim by other lenders.  

In the event that paying off the loans completely before retirement is not possible, then 

options like extending work life and a second career should be considered so that there is 

additional income to deal with the debt. If the retirement corpus has to provide the income 

for repayment then it must be budgeted for along with the essential expenses and met first 

since these are mandatory obligations and not meeting these can have consequences that 

affect the financial security of the individual. If debt is being carried into retirement and the 

intent is to pay off from income earned from employment or second career in retirement, 

then it is advisable to continue life insurance cover to the extent required till the debt is 

paid off. This will protect the dependents and the retirement corpus from the liability of 

repaying the debt in the event of the death of the person before the debt is paid off. 

Using debt in retirement must be done with caution. Only that much debt that can be 

comfortably met out of available income should be considered. Taking too much debt, 

especially for wants rather than needs, will prove financially risky at a time in life when 

there are limited options to increase income.  
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8.1.2 Employment in retirement 

Seeking employment post retirement can be a necessity or an option. If the retirement 

corpus is inadequate then employment may become an imperative to protect against the 

risk of longevity, or the risk of outliving the corpus. The income from the employment will 

reduce the number of years in retirement that the corpus will have to fund. An assessment 

in the pre-retirement years will give a good indication of the need for the second income. 

This should cover: 

 Expected value of the corpus at retirement  

 Expected expenses in retirement 

 Health condition of the retiree and expected health costs and long-term care costs 

 Loans and other mandatory obligations that have to be met 

 Likely income that can be generated from the corpus given the level of interest  

 Adequacy of income to meet the expenses in retirement 

In the pre-retirement stage, there is greater clarity on the corpus, income and expenses 

than there was in the earlier stages of accumulation. An income gap in retirement can be 

the result of a shortfall in the corpus and therefore a lower income, a lower interest rate 

regime leading to lower income from the corpus or a high level of mandatory and essential 

expenses that is more than what the income can meet. One way of trying to bridge the gap 

is to increase the saving and investment in the last few years to give a boost to the corpus. 

Another way will be to have an alternate income stream, such as from a part-time 

employment, to augment the retirement income.  

The income from a second career will protect the corpus in the initial years from 

withdrawals and this in the long run will be an important factor in shielding the retiree from 

the risk of running out of funds. The level of income required and the period for which the 

second income has to be earned will depend upon each individual’s situation. Lower the 

corpus and/or the income and higher the expenses then the retiree may have to hold a 

second career for much of the early retirement years to earn a consistent income.  For 

example, if a regular income from a second career is assured then the annuity payments can 

be deferred to the middle and later retirement years. This will assure the retiree of a regular 

and adequate income at the stage when they are unable to bring in additional income. If the 

annuity was used from the early retirement years then the income will be much lower and 

therefore inadequate to meet the expenses. 

If continuing employment in the same organisation is an option, such as for self-employed 

people or persons employed in organisations which provide that option, then the individual 

may choose to continue. This may be a good option for people for whom the second income 

is necessary and a degree of certainty in the income is required. Or, they may choose to use 

their expertise to build their own business or consultancy. This may require some 
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groundwork to be done in the pre-retirement stage so that there is no time lost once they 

retire.  This will allow them to make their expertise work for them with the advantage of 

doing it on their own terms. Where the retirement income is seen as adequate, retirees may 

still want to pursue a passion or hobby and make an income from it too.  

8.1.3 Planning for Medical Costs 

One of the biggest expenses in retirement is likely to be the costs related to health.  

Unfortunately, it is also the expense that is most difficult to estimate and provide for. The 

expenses an individual is likely to face will depend upon the state of their health, which in 

turn will depend upon their gender, lifestyle choices and hereditary factors. Given the 

variables, it may not be possible to have a definite plan. However, even a rough plan that 

will consider the important factors will be useful in making sure that health costs don’t catch 

a retiree unprepared. The stages in health cost planning are: 

 Understand the health risks and assess current health 

 Consider the impact of hereditary factors 

 Take the average of the immediately preceding 3-5 years’ health costs as the starting 

point and adjust it for expectations on health. 

 Estimate the cost in retirement after considering the years involved and the rate of 

inflation. Inflation applicable to health expenses are typically much higher than that 

related to other consumer costs.  

Medical costs are not limited to hospitalisation expenses alone. There are out of pocket 

expenses for medicines, doctors’ visits and tests, apart from long-term care costs that have 

to be accounted for and provided for. Most people are covered by employer medical 

benefits while employed. But these cease on retirement unless the individual works with 

the government and related agencies, in which case medical cover is provided in retirement 

too. 

Building a health portfolio includes deciding on the type of insurance cover to buy and the 

amount of cover to take. However, health insurance policies in India cover only 

hospitalisation and related expenses. It is important to build a corpus to take care of the 

other expenses. Despite the employer insurance available during the employed years, it is 

better to buy insurance early so that the premiums are low and the health complications 

have not yet set in either to push up the premiums or to fall under the exclusions. For 

example, the premium for a Rs.5 lakh cover at age 45 will be around Rs.10,000. This more 

than doubles to Rs.22000 if the cover is taken at age 60. There will be additional costs for 

any health issues that may develop in this intervening period. Many diseases are covered 

after a waiting period of 2 to 4 years. So taking cover before retirement starts will help 

because the cover will be available by the time the person retires. Once a policy is taken the 

regulations require that the insurers provide mandatory lifetime renewal. The premium 

costs may go up over time, though by regulation this cannot be linked to claims being made. 

Increase the sum assured every time the policy is renewed so that the health cover is 
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adequate as age progresses. The premiums paid on health policies provide tax benefits 

under Sec 80D of the Income Tax Act.   

On retirement, the corpus created to meet health expenses not covered by insurance has to 

be moved to liquid assets for at least 3 years of expenses, while the rest can be held in 

products with better returns though not very risky.  

8.1.4 Providing for the Spouse 

Retirement planning has to take both spouses into consideration. The corpus may be 

created by both spouses, if both are employed, or by one spouse only. The death of one 

partner may not significantly reduce expenses in retirement since the fixed costs still have 

to be met. The primary reduction in expenses may come from lower health expenses. Either 

way the corpus has to be adequate to take care of expenses in the lifetime of the surviving 

spouse or dependent. 

Any pension that is received is likely to have a family benefit for spouse and dependent 

child, in the event of the primary pension drawer’s death. This will be available to the 

spouse and dependents. The amount is likely to be lower than what was drawn in the 

lifetime of the retiree. The annuity bought out of the accruals in a pension fund such as the 

NPS or EPF can be for the option that includes the spouse. Given the low returns this should 

be limited only to the essential expenses. Investments used to generate income in 

retirement such as bank fixed deposits, Senior Citizens Saving Scheme (SCSS), Post Office 

Monthly Income Scheme (POMIS) and other may provide joint holding or nomination 

facilities. This will ensure that the investments move to the surviving spouse in the event of 

the death of the other. 

If a major portion of the retirement income and benefits is likely to cease with the death of 

the retiree then it may be necessary to consider a life insurance policy  so that the spouse or 

dependent will have the insurance pay-out to meet their retirement needs in the event of 

the death of the retiree.  

A designated bank account into which all the income from the retirement portfolio will be 

credited is an efficient way to manage the income flow. It gives an immediate idea of the 

available income and also makes it simple to track the receipt of income from the different 

sources. Both spouses may be joint holders in this account, with the facility to both holders 

to operate the account. This will ensure that neither spouse is constrained by lack of access 

to the available retirement income. 

 

8.1.5 Tax Impact of Retirement Benefits and Corpus 

The tax implications of the retirement benefits received and the corpus created have 

already been discussed in chapter 4 and chapter 5. 
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8.1.6 Estate Planning 

Estate planning refers to the process of organising an individual’s wealth for distribution 

after their death according to their explicit intention and desire. The beneficiaries may be 

the legal heirs or others. The term ‘estate’ includes all assets and liabilities belonging to a 

person at the time of their death such as real estate, investments, insurance policies, bank 

accounts, items of personal use that may have value such as motor vehicle, jewellery and 

collectibles. The benefits of estate planning include the following: 

 Identify the person(s), charities and other causes that the individual desires to pass 

on their wealth to. 

 Reduce conflicts and legal complications in transferring wealth to the intended 

sources. 

 Minimize the time involved passing on the wealth. 

 Reduce costs and taxes in the transfer. 

 Arrange for how the individual wishes to deal with health related decisions in a 

situation when they are not able to make those decisions. 

Estate planning is not only for the retired or elderly. It applies to all people who have any 

assets that can be of use to another after their death. If a person dies without making a will, 

he is said to have died “intestate” and in such case his property will be inherited by his heirs 

in accordance with laws of succession applicable to him. The distribution may not be what 

the person would have intended. Distribution of estate may also suffer due to lengthy legal 

procedures and administration costs. This could add both inconvenience and financial 

burden to the family. Succession is governed by personal laws such as The Hindu Succession 

Act, 1956 (Applicable to Hindus, Buddhists, Jains and Sikhs), Indian Succession Act, 1925 

(Applicable to Christians, Jews and Parsis), Mohammedan Personal laws (Governing 

inheritance of Muslims).  

Estate planning involves the following broad set of activities:  

 Create a checklist of what the individual owns and what is owed. This should be 

comprehensive and updated periodically so that all the assets that have been 

accumulated are available for the beneficiaries and there are no unfounded claims 

being made on the estate.  

 Identifying the beneficiaries and their claim to the estate  

 Document wishes through a comprehensive documentation such as the legal will. 

Have nominees for investment accounts and insurance policies. 

 Create tax-efficient structures such as trusts to manage the estate and make periodic 

payouts to beneficiaries.  

 Create organizational structures including trustees, executors, guardians, power of 

attorney to perform identified functions in administering, protecting and managing 

the estate.  
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Tools for Estate Planning  

Wills  

“Will” is defined in Section 2(h) of the Indian Succession Act 1925 to mean the “legal 

declaration of the intention of the testator with respect to his property, which he desires to 

be carried into effect after his death.”   

The person making the will is the testator, and he can bequeath the assets that are legally 

his through a will.  The will comes into effect only after the death of the testator.   

The person who is named in a will to receive a portion of the deceased person’s estate is 

known as a legatee.   

The person named in the will to administer the estate of the deceased person is termed as 

an Executor. 

A will has to be written and signed in the presence of two witnesses. It may be registered, 

though it is not mandatory to do so. 

Nomination 

Nomination is the right conferred upon the holder of an investment product to appoint the 

person entitled to receive the monies in case of death.  Only an individual can nominate. 

Nomination can be done either at the time of making the investment or entering into an 

insurance contract or subsequently at any time.  Nominations can be modified any number 

of times.  

Nominee can be an individual, company or trust, depending on the terms of investment or 

asset.  A minor can be a nominee, but a guardian will have to be named.  Nominations to 

NRIs will be honoured subject to repatriation rules. Multiple nominees may be allowed, with 

percentage of interest defined for each nominee.  

The purpose of nomination is simplification of payment process in the event of death of the 

holder and not the equitable distribution of estate.  

Under the various rules that govern financial products in India payment to nominee is 

typically a valid discharge of all liabilities for the providers of the investment product. The 

provisions of a will supercedes a nomination, and a nominee is in the place of a trustee who 

holds the money received for the benefit of the legal heirs.  In the absence of a Will the 

rights of the heirs under the applicable succession laws prevails over nomination for the 

same reason. The Companies Act and the Depositories Act mandates that the securities 

vests in the name of the nominee on the death of the holder. However, the legality of this 

position has been contested in the courts of law. 

Gifts  

A gift is a transfer of movable or immovable property made voluntarily and without 

consideration. The person making the gift is called donor; the person receiving a gift is called 
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the donee. A gift is usually an irrevocable transfer, but it can however be revoked if the 

donee agrees to do so. Gifts are routinely used to transfer wealth from donor to donee to 

take advantage of exemptions from tax available on certain gifts received. This includes gifts 

received from relatives such as spouse, siblings of self and spouse, parents, grandparents, 

children, grandchildren, among others. Any gift received on the occasion of marriage or 

inherited under a will is exempt from tax. 

Joint Holding  

Joint holding can be used to enable access to assets by including the intended person as a 

joint holder of the investment or account. Joint holding means the property is held by more 

than one person and can be accessed by such joint holders, subject to the mode of 

operations.  Bank accounts, property, demat accounts, shares, mutual funds and specific 

saving schemes can all be held jointly.  The operation of a joint account can be carried out 

jointly, where all joint holders have to approve all transactions, or on either of survivor, or 

anyone or survivor basis.  The specific procedural aspects for joint holding, with respect to 

how many joint holders are permitted, what kind of operational choices are available, and 

what type of transactions need all joint holders’ assent, can vary across different types of 

assets. In the event of death of the first holder, the access passes to the joint holder. If there 

is a legal contest among the heirs, joint holder’s right to the asset can be superseded by 

laws of succession.  

Trusts  

A trust is a legal entity that allows the owner of property to define how the property is to be 

used, for the benefit of identified beneficiaries of the trust. The trust is managed by 

trustees. The trustee holds the legal title and exercises control over the trust property in the 

interest of the beneficiaries. The trustees can be the settlor or creator of the trust, the 

beneficiaries, and any other persons they can depend on to give effect to the purpose of the 

trust.  The trust deed defines the purpose of the trust, the beneficiaries, property of the 

trust and power of the trustees, among others. The property of the trust may be movable or 

immovable. The ownership of the property has to be transferred to the trust when the trust 

is created. An irrevocable trust is protected from the bankruptcy of the settlor. Thus it is a 

structure that can be used to protect the interests of the dependents.  

Power of Attorney 

A Power of Attorney (POA) is an instrument by which a person may formally authorize 

another person to act on his behalf or as his agent on all matter or for a specific transaction 

or particular types of transactions. There are two parties to a POA – Donor or Principal and 

the Donee or Agent. Both the parties to the POA should have attained majority, be of sound 

mind and competent to contract.  A POA needs to be mandatorily registered only if it 

creates interest in an immovable property. 
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 General POA: Enables the donee to act on all matters for the donor. The general list 

of matters covered in this category includes management of bank accounts, sale of 

property, attending dealings in court, etc.   

 Specific POA: Restricts the donee’s authority to act only on a specific transaction, 

e.g. POA granted to a person to deal with the renting out of an apartment only. 

8.2 Documents for Effective Retirement Planning 

The focus of retirement planning is typically on the financial aspects. Once the financial 

actions are set in motion there are certain hygiene factors that need to be taken care of to 

streamline the retirement process. Principal among these are finding and organizing the 

documents related to retirement. This may be related to the investments that have been 

made, the pension accounts, if any, details of the different accounts held, income tax 

returns and other relevant documents.. Organizing documents is also important to enable easy 

access to information and documents to the spouse, dependents or heirs in the event of the death 

of the retiree. 

8.2.1 Income Tax Returns 

Filing of income tax returns is done in a prescribed format to communicate the details of 

income earned and taxes paid to the tax authorities. Even if no taxes were payable in a year, 

filing the tax return establishes credit worthiness with financial institutions and makes 

accessing credit at better terms in the retirement period. It is good to maintain the copies of 

income tax returns filed for as long as possible. Legal proceedings under the Income Tax Act 

can be initiated up to six years prior to the current financial year. However, in some cases it 

can be initiated on matters pertaining to earlier periods also. The e-filing facility has made it 

easy to preserve a copy of the tax return filed. 

8.2.2 Investment Account Statements, Pass Books, Depository Receipts 

Original certificates such as, National Savings Certificates, passbooks of bank accounts, small 

savings schemes held with the post office and banks, other small savings schemes, bond and 

debenture certificates if it is held in physical form, need to be maintained carefully. Losing 

the original certificate may mean that at the time of maturity or redemption there may be a 

delay and many formalities to be completed to establish ownership of the investment. Most 

financial securities can now be held in dematerialized form. Maintain the latest account 

statement, after due verification of its accuracy, as a record of the investments held in the 

demat account. Similarly, the latest statement of account from mutual funds or the 

Consolidated Account Statement of all mutual fund holdings need to be verified and 

maintained for records. The investment related documents will also have details of the 

nominations and joint holdings, which may become necessary to know in the event of the 

death of the holder. 
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8.2.3 Property Documents 

In India real estate transactions involve a lot of permissions, agreements and legal 

formalities that result in a lot of documents. Some of the important documents related to 

property transactions that have to be maintained to establish clear ownership of the 

property are:  

 Sale deed that establishes ownership on the title of property. It is required in original 

and has to be registered at the office of the sub-registrar. A sale agreement is 

entered into first between the parties with the details of the transactions. The sale 

deed follows the sale agreement. 

 Katha certificate that confirms that the apartment is constructed as per approved 

plan. It is required for registering a new property and transfer of property and to 

apply for water and electricity connection. It is issued to the owner and has to be 

maintained in original. 

 Allotment letter from the builder/housing board which is essential for getting a 

housing loan.  

 Sale agreement in original required to evidence the details of the sale such as the 

liability of the builder to construct according to the approved plan, tentative 

possession date, price agreed. 

 Possession letter from the builder 

 Original payment receipts from the builder 

 Completion certificate and occupancy certificate from the local authorities 

 If any loan has been taken against the property then a list of the original property 

documents with the bank. If the loan has been closed then the NOC issued by the 

lending institution 

  Receipts of tax paid against the property 

 An Encumbrance Certificate issued by the sub-registrar’s office listing all the 

transactions that have happened on the property, including sales or purchase and 

mortgaging. It is used as a confirmation that the holder has the title to the property. 

 Other documents such as NOC and No Dues  from building association 

 

Apart from these, property tax receipts, mortgage and home insurance documents are other 

important property related documents that need to be maintained in records. 

8.2.4 Insurance Documents 

The original policy document received when signing up for the insurance cover should be 

preserved. The document should be updated with the nominations as required. If there has 

been any assignment of the benefits of the policy then it has to be registered. If the 

assignment has been reversed then that too should be endorsed on the back of the policy. If 

the reversal of assignment is not registered then it may affect the rights of the nominees to 
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receive the policy money on the death of the insured. Keep a record of the premiums paid 

as proof of the policy being in force so that it cannot be the basis for a claim being declined.  

Where an annuity has been purchased, the policy document should be maintained carefully 

so that the terms of the annuity are known. 

8.2.5 Power of Attorney, Nominations, Assignment  

A Power of Attorney (PoA) is a legal document used to authorize another to legally act on 

behalf of the grantor. A PoA may be used to conduct transactions on behalf of the donor 

and to execute their wishes when they are unable to do so. For example, if the person 

controlling the finances in retirement becomes mentally incapacitated by illness or accident 

then they may be unable to manage their retirement income. This may block the funds 

needed for their own care and that of their dependents. A PoA already executed in favour of 

a person they trust can smoothly transition the decision making powers, and help avoid 

such a situation. If a PoA has been used in the past for specific transactions, it is important 

to maintain the documents so that it is not challenged in the future. For certain 

transactions, such as transfer of immovable property, a PoA has to be mandatorily 

registered. Getting a PoA registered precludes it from being challenged later.  

Make nominations wherever the facility is provided so that the formalities and 

documentation required to get the investments realized is minimized in the event of the 

death of the holder. Similarly, any assignment of benefits, marking of lien and their reversal 

should be clearly documented so that the dependents have clarity on the benefits due and 

the claims on them.  

8.2.6 Health care insurance paperwork 

Documents relating to health, such as health records, latest health check-up results, details 

of major procedures and illnesses, should be maintained for long-term reference. The health 

insurance policy should be accessible so that the coverage and other information is easily 

available even if the policy holder is unable to provide the information. Other documents 

such as proof of payment of premium, details of the healthcare provider should be 

maintained in a way that it can be easily referred to when required. 

8.2.7 Wills, trusts and other documents linked to estate planning 

Essential Features of a Will  

A Will must contain the following to be considered valid: 

 A will has to be in writing. However, subject to certain conditions, persons working in 

the armed forces can make an oral Will. 

 Name and address of the testator. 

 A statement that the will is being made voluntarily. 

 The beneficiaries under the will must be clearly listed. 
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 The property that is being bequeathed has to be listed. 

 It must be signed by the testator and attested by two witnesses. 

 A residuary clause that leaves all assets that remain uncovered in the bequests to an 

identified beneficiary should be included in the will. 

 A statement stating that the current will revokes all previous bequests of any nature 

should be included in the will.   

It is not compulsory to register a will. However, it is usually a good practice to register a will. 

A Probate is defined to mean the copy of a will certified under the seal of a court or 

competent jurisdiction. A probate certifies that a particular will was proved on a certain 

date and is given attaching copy of the will of which probate has been granted.   

It is good to periodically review the provisions made through the estate planning tools to 

ensure that they continue to reflect the way the individual intends to distribute their 

wealth. An annual review will be adequate for this purpose. 

Trust Deed 

A trust is created through a trust deed.  The trust deed must clearly state the intention to 

create the trust with certainty. The property to be transferred to the trust must be clearly 

identified. It must identify the beneficiaries of the trust. The trustees of the trust should be 

listed and their acceptance of the responsibilities as trustee should be recorded. A private 

trust with only movable property does not require to be registered. But if there is 

immovable property then the trust has to be registered under the Registration Act, 1908.  

Loan Documents 

All the documents related to loans and credit used have to be kept handy for reference.  If 

there is a dispute on the terms of the loans then these documents become important. 

Where a loan, such as a mortgage, has been closed it is essential to get back all the original 

documents such as sale deeds. The lender should also give a No Objection Certificate to the 

effect that the hypothecation in their favour has been cleared and all dues have been met. 

This should be maintained for future reference, especially if there is an intent to sell. Also 

keep records of all the payments made towards a loan. Similarly, in the case of an Auto loan 

too it is important to have documentation to the effect that the hypothecation in favour of 

the lender has been cancelled. 

 

Scanning all important documents and holding it electronically is an easy option to maintain 

a copy for easy reference. The original documents can be kept in a safe deposit locker. 

Digital lockers are one way to store important documents safely and securely digitally.  

Understanding and organizing the documents linked to retirement will help in the smooth 

transition into retirement. Designate a trusted person, preferably the spouse/dependent, 

who will also know the details of the passwords and Personal Identification Numbers (PINs) 
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used for different financial accounts and transactions so that there is no delay in accessing 

them in the event that the retiree is incapacitated or unable to take decisions. 
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Sample Questions 

 

1. Which of the following ratio reflects the debt situation of the individual?   

a. Interest servicing ratio 

b. Current assets to Current liabilities ratio 

c. Debt to Income ratio 

d. Asset to Debt Ratio  

 

2. Which of these factors is likely to affect the health situation of an individual in retirement?  

a. Hereditary factors 

b. Lifestyle choices 

c. Gender 

d. All the options given here 

 

3. Which of the following documents is registered to establish ownership and title to a 

property?   

a. Katha certificate 

b. Sale Deed 

c. Sale Agreement 

d. Possession letter 

 

4. In maintaining documents related to health, including health insurance, which of the 

following is of primary importance?   

a. Safety of the documents 

b. It should be maintained with the issuer/health care provider 

c. Easy access to the information 

d. All the documents should be registered  
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CHAPTER 9: REGULATIONS AND REGULATORS 

 

 

 

 

 

 

 

 

9.1 Indian Regulatory System 

The regulatory framework seeks to provide an environment for the orderly growth and 

development of financial markets, products and participants in the interests of the 

investors. It aims at creating an enabling ecosystem where businesses, government and 

other users of capital can make their claims for resources, investors can make informed 

choices on how to channelize their investible surpluses and product producers seek to 

match the two to ensure the best use of scarce resources. Regulations and regulators 

ensure that these capital transactions happen in an efficient way, with the interest of all 

parties being protected.  

The retail investors who invest their own savings are the most vulnerable link in the chain. 

They are characterised by small investments, limited skill and knowledge and access to 

information. Regulations aim to neutralize these disadvantages by ensuring financial 

stability in the system, transparency and investor protection.  There are many other issues, 

which warrant regulation. For example, deliberately engineered speculative activities in the 

stock market or insider trading are undesirable as they can hurt investors at large. Similarly, 

some mutual funds may take excessive risks, while some issuers of debt securities may not 

care to provide adequate collateral. Intermediaries may adopt questionable practices to sell 

products to investors that are not suitable to their needs. 

The Indian Financial Markets is overseen by the Ministry of Finance through its various 

arms. The regulators involved are the Reserve Bank of India (RBI) that regulates commercial 

banks, the Securities and Exchange Board of India (SEBI) that regulates securities markets 

and commodity markets and is responsible for its orderly growth and protection of 

investors’ interests, the Insurance Regulatory and Development Authority of India (IRDAI) 

that regulates insurance companies, the Pension Fund Regulatory and Development 

Authority (PFRDA) that regulates the pension sector. The Central Government exercises a 

certain level of oversight on these and other regulatory institutions.   

LEARNING OBJECTIVES: 

After studying this chapter, you should know about: 

 Understand the Indian Regulatory System 

 Role of Pension Fund Regulatory & Development Authority 

 Role of other regulators  

 Role of different Regulations for Retirement Advisers e.g. PFRDA Act, Retirement 

Advisers Regulations  
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Additionally, intermediaries representing some segment of the securities markets may form 

a Self-Regulatory Organization (SRO). For recognition as an SRO by SEBI, certain conditions 

have to be met as spelt out under the SEBI (Self-Regulatory Organizations) Regulations, 

2004. Ideally, an SRO will seek to uphold investors’ interest by laying and maintaining high 

ethical and professional standards of conduct and encouraging best practices among its 

members.  

9.2 Role of Pension Fund Regulatory and Development Authority (PFRDA) 

The PFRDA is the authority entrusted with the following responsibilities under the PFRDA 

Act, 2013: 

 

 To promote old age income security by establishing, developing and regulating 

pension funds  

 To protect the interests of subscribers to schemes of pension funds and related 

matters 

The Act and its provisions apply to the National Pension System (NPS) and other pension 

schemes not regulated by any other enactment. The NPS is based on defined contributions. 

It offers a menu of investment choices and fund managers. Though the new system is 

voluntary, it is mandatory for new recruits of the Central Government, except the armed 

forces. It is also available on a voluntary basis to all persons including self-employed 

professionals and others in the unorganized sector. However, mandatory programmes 

under the Employees Provident Fund Organization (EPFO) and other special provident funds 

continue to operate according to the existing system, under the Employees Provident Fund 

and Miscellaneous Provisions Act 1952 and other special acts governing these funds.   

The functions and responsibilities of the PFRDA under the Act include: 

 Regulating the National Pension System and any other pension schemes to which the 

act applies. 

 Approving the schemes and their terms and investment guidelines to manage the 

corpus. 

 Registering and regulating intermediaries. 

 Protecting the interests of the subscribers by ensuring the funds are managed 

according to the mandate received, costs of management are reasonable and by 

establishing a mechanism for grievance redressal. 

 Educating subscribers and the general public on matters relating to retirement 

savings. 

The PFRDA has search and seizure powers to investigate any instance of contravention of 

the provisions of the Act. The Act gives the PFRDA the authority to ensure compliance of 

intermediaries and others associated with the scheme, and if found to be in violation 
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impose penalties and other corrective measures. The PFRDA will be subject to the directions 

of the Central Government on all matters of policy. It shall also submit periodical reports on 

various aspects of its functioning, the pension sector, and other matters required by the 

government.  

 

Constitution of the PFRDA 

 

The PFRDA is set up as a body corporate and shall have a chairperson, three whole-time 

members and three part-time members to be appointed by the central government. The 

tenure of the chairperson and members will be 5 years and they are eligible for re-

appointment. 

 

Functions of the PFRDA 

 

The functions of the PFRDA under the Act shall include the following: 

 Regulating the NPS and any other pension scheme to which the Act applies; 

 Approving the schemes, investment guidelines and other management norms; 

 Registering and regulating intermediaries; 

 Protecting the interests of the subscribers by: 

o Ensuring the safety of the contributions made by the subscribers; 

o Keeping the costs associated with the schemes reasonable and economical; 

 Establishing a subscriber grievance redressal mechanism; 

 Adjudicating disputes amongst the intermediaries ; 

 Educating subscribers and the public about retirement savings and scheme; 

 Standardising dissemination of information about performance of pension funds and 

performance benchmarks; 

 Restrain any person from investing in a scheme, prevent any office bearer of an 

intermediary from acting as such and attach any proceeds related to matters under 

investigation; 

 Initiate an investigation  if the PFRDA believes that the activities of a pension fund or 

actions of an intermediary are inimical to the interests of the subscribers; 

 Report to the Central Government if the PFRDA is of the opinion that a pension fund 

or the Central Record Keeping Agency (CRA) is acting in a manner prejudicial to the 

subscribers, provided the concerned entity has been given a chance to be heard. If 

so warranted, the government may appoint an administrator to take care of the 

affairs of the entity. 
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9.3 Role of Regulators 

9.3.1 Ministry of Finance and its Departments  

The Ministry of Finance (MoF) has a wide range of responsibilities. It has five departments 

under it, whose roles are briefly described below:  

 Department of Economic Affairs is the nodal agency of the Central Government to 

formulate and monitor India’s macroeconomic policies, covering monetary and fiscal 

policy as well as the functioning of the capital market including stock exchanges. Other 

responsibilities include the mobilization of external resources and issuance of bank 

notes and coins.  

 Department of Expenditure is concerned with, among other things, the administration 

of various financial rules and regulations including service conditions of all Central 

Government employees. The department is also involved with matters such as financial 

assistance to states and borrowings by states.  

 Department of Revenue exercises control over matters relating to direct and indirect 

taxes of the Central Government, through two statutory boards, viz., the Central Board 

of Direct Taxes and Central Board of Excise and Customs.  

 Department of Financial Services administers government policies relating to:  

 Public sector banks 

 Term-lending financial institutions  

 Life Insurance and General Insurance  

 Pension Reforms  

 Department of Investment and Public Asset Management oversees, among other 

things, all matters relating to the disinvestment of Central Government equity from 

Central Public Sector undertakings. The department is also concerned with the financial 

policy relating to the utilization of proceeds of disinvestment.  

9.3.2 The Ministry of Corporate Affairs 

It is mainly concerned with the administration of the Companies Act, 2013 and other allied 

acts, rules and regulations pertaining to the corporate sector. The Ministry is also 

responsible for administering the Competition Act 2002 which has replaced the Monopolies 

and Restrictive Trade Practices Act, 1969. The Ministry also supervises three professional 

bodies, viz., the Institute of Chartered Accountants of India (ICAI), the Institute of Company 

Secretaries of India (ICSI) and the Institute of Cost Accountants of India (ICAI). The Ministry 

of Corporate Affairs is also vested with the responsibility of administering the Partnership 
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Act, 1932, the Companies (Donations to National Funds) Act, 1951 and Societies Registration 

Act, 1860.     

9.3.3 Reserve Bank of India (RBI)  

RBI is the central bank of the country and is vested with the responsibility of administering 

the monetary policy. Therefore, its key concern is to ensure the adequate growth of money 

supply in the economy so that economic growth and financial transactions are facilitated, 

but not so rapidly which may precipitate inflationary trends. This is borne out in its 

Preamble, in which the basic functions of the Bank are thus defined: “…to regulate the issue 

of Bank Notes and keeping of reserves with a view to securing monetary stability in India 

and generally to operate the currency and credit system of the country to its advantage”. In 

addition to the primary responsibility of administering India’s monetary policy, RBI has other 

onerous responsibilities, such as financial supervision.  

RBI’s functions are governed by the Reserve Bank of India Act 1934, whereas the Banking 

sector is governed by the Banking Regulation Act 1949. The main functions of RBI are:  

 As the monetary authority: To formulate, implement and monitor the monetary 

policy in a manner so as to maintain price stability while ensuring an adequate flow 

of credit to productive sectors of the economy.   

 As the regulator and supervisor of the financial system: To prescribe broad 

parameters of banking operations within which India’s banking and financial system 

functions. The objective here is to maintain public confidence in the system, protect 

depositors’ interest and facilitate cost-effective banking services to the public.  

 As the manager of Foreign Exchange: To administer the Foreign Exchange 

Management Act 1999, in a manner as to facilitate external trade and payment and 

promote orderly development and maintenance of the foreign exchange market in 

India.   

 As the issuer of currency: To issue currency and coins and to exchange or destroy 

the same when not fit for circulation. The objective that guides RBI here is to ensure 

the circulation of an adequate quantity of currency notes and coins of good quality.  

 Developmental role: To perform a wide range of promotional functions to support 

national objectives.  

 Banking functions:   

o It acts as a banker to the Government and manages issuances of Central and State 

Government Securities.   

o It acts as a banker to the banks by maintaining the banking accounts of all 

scheduled banks.    

The general superintendence and direction of RBI’s affairs are looked after by a Central 

Board of Directors (BoD) which is appointed by the Government of India. Further, each of 
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the four regions in the country is served by a Local Board which advises the Central Board on 

local issues and represents territorial and economic interests of local co-operative and 

indigenous banks. The Local Boards will also perform other functions as delegated by the 

Central Board.  

RBI performs the important function of financial supervision under the guidance of the 

Board for Financial Supervision (BFS) which was constituted in 1994 as a committee of the 

Central Board of Directors. The primary objective of the BFS is to carry out consolidated 

supervision of the financial sector consisting of commercial banks, financial institutions and 

non-banking finance companies. The BFS oversees the functioning of the Department of 

Banking Supervision, the Department of Non-Banking Supervision and Financial Institutions 

Division and issues directions on regulatory and supervisory issues.   

9.3.4 Securities and Exchange Board of India (SEBI)  

The Securities and Exchange Board of India (SEBI), a statutory body appointed by an Act of 

Parliament (SEBI Act, 1992), is the chief regulator of securities markets and commodity 

markets in India. The Preamble of the SEBI describes the basic functions of the SEBI as "...to 

protect the interests of investors in securities and to promote the development of, and to 

regulate the securities market and for matters connected therewith or incidental thereto".  

SEBI regulates capital market intermediaries such as stock exchanges, brokers, trustees of 

trust deeds, merchant bankers, bankers to an issue, underwriters, portfolio managers, 

mutual funds, depositories, depository participants, venture capital funds, and alternative 

investment funds, Foreign Portfolio Investors, Custodians and Registrars & Transfer agents 

in the country. Market intermediaries are regulated by SEBI by prescribing registration 

norms for intermediaries, issue of regulations, notifications and circulars from time to time 

for compliance by the intermediaries, calling for information from the intermediaries, 

carrying out inspections, and taking action against non-compliance.   

The website of SEBI (www.sebi.gov.in) holds updated and comprehensive list of regulations, 

rules, circulars and notifications issued there under by SEBI. 

Functions of SEBI  

The SEBI Act, 1992 details out the functions of SEBI. These include the following:   

 Regulating and registration: SEBI regulates the business in stock exchanges and other 

securities markets. It registers and regulates the working of intermediaries associated 

with the securities market such as stock brokers, sub-brokers, share transfer agents, 

bankers to an issue, trustees of trust deeds, registrars to an issue, merchant bankers, 

underwriters, portfolio managers, investment advisers depositories, participants, 

custodians of securities, foreign portfolio investors, credit rating agencies, venture 

http://www.sebi.gov.in/
http://www.sebi.gov.in/
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capital funds, collective investment schemes, mutual funds and such other 

intermediaries as may be specified by SEBI. SEBI is also involved in promoting and 

regulating self-regulatory organisations. The Regulations specify the net worth, 

experience, infrastructure and other requirements necessary for an intermediary to be 

eligible for registration.  

 Prohibition of unfair trade practices and insider trading: An important function of SEBI 

is to prohibit fraudulent and unfair trade practices relating to securities markets. SEBI 

also prohibits insider trading in securities which is detrimental to the interests of the 

investors. Insider trading refers to the dealing in securities by persons connected with a 

company having material information that is not available to the public. Such persons 

include the directors and employees of the company, associates such as bankers and tax 

consultants or government employees who get sensitive information. The SEBI 

(Prohibition of Insider Trading Regulations), 2015 seeks to prevent insider trading. SEBI 

Insider trading regulations mention that (a) the board of directors of every listed 

company and market intermediary (b) every other person who is required to handle 

unpublished price sensitive information in the course of business operations shall 

formulate a code of conduct to regulate, monitor and report trading by its employees 

and other connected persons towards achieving compliance with these regulations, 

adopting the minimum standards as set out in these regulations, without diluting the 

provisions of these regulations in any manner. If an insider trading charge is proved 

pursuant to SEBI’s investigation, the penalties include monetary penalties, criminal 

prosecution, prohibiting persons from securities markets and declaring transactions as 

void. 

 Conduct inquiries/inspections: If SEBI is of the opinion that some intermediary is 

involved in unfair trade or other such activities, or is not complying with the SEBI 

Regulations, it has the power to call for information, undertake inspection, conduct 

inquiries and audits, summon witnesses from such intermediaries. SEBI can take any of 

the following measures in the interest of investors:  

o Suspend the trading of any security in a recognized stock exchange;   

o Restrain persons from accessing the securities market and prohibit any person 

associated with securities market to buy, sell or deal in securities;   

o Suspend any office-bearer of any stock exchange or self- regulatory organization 

from holding such position;   

o Impound and retain the proceeds or securities in respect of any transaction which is 

under investigation;   

o Attach, after passing of an order on an application made for approval by the Judicial 

Magistrate of the first class having jurisdiction, for a period not exceeding one 

month, one or more bank account or accounts of any intermediary or any person 

involved.  

o SEBI now has the right to attach and sell movable as well as immovable property of 

the defaulters without recourse to any court of law. 
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o Direct any intermediary or any person associated with the securities market in any 

manner not to dispose of or alienate an asset forming part of any transaction which 

is under investigation:   

 SEBI is also involved in promoting investor education and training of intermediaries of 

securities markets.  

 SEBI regulates substantial acquisition of shares and take-over of companies.  

 

 

9.3.5 Insurance Regulatory and Development Authority of India (IRDAI) 

IRDAI’s mission is to regulate, promote and ensure orderly growth of the insurance sector, 

including the re-insurance business, while ensuring protection of the interests of insurance 

policyholders. IRDAI was constituted by an act of parliament and according to Section 4 of 

the IRDAI Act 1999 the Authority comprises ten members who are all government 

appointees. 

The powers and functions of the authority include the following:  

 Issuing a certificate of registration or renewing, modifying, withdrawing, suspending or 

cancelling such registration.  

 Protecting the interests of policyholders in matters relating to assignment of policy, 

nomination by policyholders, insurable interest, settlement of insurance claim, 

surrender value of policy and other clauses of insurance contracts.  

 Spelling out the required qualifications, code of conduct and practical training for 

intermediaries including insurance intermediaries and agents.  

 Specifying the code of conduct for surveyors and loss assessors.  

 Seeking information, undertaking inspection, conducting inquiries and investigations 

including audit of the insurer, intermediaries and others.  

 To control and regulate the rates and terms and conditions that may be offered by 

insurers with regard to general insurance, which are not covered by the Tariff Advisory 

Committee.  

 Regulating the investment of funds by insurance companies. 

 

9.4 Regulations for Retirement Advisers 

9.4.1 Pension Fund Regulatory and Development Authority Act, 2013 

 

The PFRDA Act was passed to provide for the establishment of an Authority to promote old 

age income security by establishing, developing and regulating pension funds, to protect the 

interests of subscribers to schemes of pension funds and for matters connected with it. It 

regulates the National Pension System (NPS) and any other pension scheme specified.  



218 
 

Definitions under the Act 

 

(a) National Pension System means the contributory pension system referred to in 

section 20 of the PFRDA Act whereby contributions from a subscriber are collected 

and accumulated in an individual pension account using a system of points of 

presence, a central recordkeeping agency and pension funds as may be specified by 

regulations 

(b) National Pension System Trust means the Board of Trustees who hold the assets of 

subscribers for their benefit. 

(c) Pension fund means an intermediary which has been granted a certificate of 

registration under sub-section (3) of section 27 by the Authority as a pension fund 

for receiving contributions, accumulating them and making payments to the 

subscriber in the manner as may be specified by regulations. 

(d) Central recordkeeping agency means an agency registered and appointed to 

perform the functions of recordkeeping, accounting, administration and customer 

service for subscribers to schemes. 

(e) Point of presence means an intermediary registered with the Authority as a point of 

presence and capable of electronic connectivity with the central recordkeeping 

agency for the purposes of receiving and transmitting funds and instructions and pay 

out of funds. 

(f) Intermediary includes pension fund, central recordkeeping agency, National Pension 

System Trust, pension fund adviser, retirement adviser, point of presence and such 

other person or entity connected with collection, management, recordkeeping and 

distribution of accumulations. 

(g) Scheme means a scheme of pension fund approved by the Authority under this Act. 

(h) Subscriber includes a person who subscribes to a scheme of a pension fund. 

(i) Trustee Bank means a banking company as defined in the Banking Regulation Act, 

1949. 

 

The PFRDA Act 2013 defines the features of the National Pension System as follows: 

 Every subscriber shall have an individual pension account with the NPS. 

 Withdrawals not exceeding 25 percent of the contributions made by the subscriber, 

subject to terms. 

 The Central Recordkeeping Agency (CRA) shall be responsible for accounting, 

recordkeeping and switching of options. 

 There shall be choice of multiple pension funds for the subscriber to choose from. 

 There shall be multiple schemes to select from. Subscribers shall have the option to 

invest 100 percent in government securities and also in schemes providing minimum 

assured returns. 

 There shall be portability of individual pension accounts if the individual shifts 

employers. 
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 The point of presence (PoP) will be responsible for collection of contribution, 

transmission and instructions. 

 There shall be no implicit or explicit assurance of benefits except market-based 

guarantee mechanism to be purchased by the subscriber. 

 The subscriber can only exit from the NPS according to the regulations and shall buy an 

annuity on exit. 

 The subscriber will have the option to have a second account with the NPS which will 

have all the features of the first account which the subscriber can withdraw at any time. 

 

No intermediary, including a pension fund or a point of presence to the extent regulated 

under this Act, shall commence any activity relating to a pension fund except under and in 

accordance with the conditions of a certificate of registration granted by the Authority in 

accordance with the provisions of this Act and the regulations. 

The CRA will receive contributions and instructions from the POP, transmitting it to the 

pension funds, effecting switching instructions received from subscribers and other 

functions assigned to the CRA under the Act. 

 

The PoP will receive the contributions and instructions from the subscriber and transmit it 

to the trustee bank and CRA as the case may be and paying out the benefits to the 

subscribers. 

 

The pension funds appointed by the PFRDA will be responsible for receiving and 

accumulating the contributions from the subscribers, manage it according to the regulations 

and make payments to the subscribers. No pension fund shall directly or indirectly invest 

the funds of the subscribers outside India. 

 

The central recordkeeping agency, points of presence and pension funds, shall satisfy the 

eligibility norms as may be specified by the regulations, including minimum capital 

requirement, past track-record including the ability to provide guaranteed returns, costs and 

fees, geographical reach, customer base, information technology capability, human 

resources and such other matters. 

 

9.4.2 PFRDA (Retirement Adviser) Regulations, 2016 

 

The PFRDA (Retirement Adviser) Regulations 2016 provides for a framework for eligibility, 

registration process, fees etc. of Retirement Adviser. It also defines the scope of work and 

responsibility of the Retirement Adviser to ensure orderly growth of pension sector. 
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Who can seek registration as a Retirement Adviser? 

 

Any individual, firm or a corporate body or any registered trust or society, acting as a 

Retirement Adviser or desirous of acting as such or holding himself/itself out as a retirement 

adviser by providing or disseminating advice in any manner, either oral or in writing on 

National Pension System (NPS) or any pension scheme regulated by the Authority, to any 

potential or existing subscriber with the object of facilitating opening of new accounts or 

offering advisory services to existing subscribers  shall obtain a certificate of registration to 

act as a Retirement Adviser from the PFRDA. 

 

However, the following persons/entities shall not be required to obtain a certificate of 

registration subject to the fulfilment of the conditions stipulated therefor, —  

a. Any advocate, solicitor or law firm, who provides retirement advice to their clients, 

incidental to their legal practice;  

b. Any member of Institute of Chartered Accountants of India, Institute of Company 

Secretaries of India, Institute of Cost and Works Accountants of India, Institute of 

Actuaries of India or any other professional body as may be specified by the PFRDA, 

who provides retirement advice to his  clients, incidental to his professional service;  

and 

c. Any other entity as may be specified by the PFRDA. 

 

Qualification and Certification Requirement 

 

 The individual, proprietor, partners and representatives of a retirement adviser 

registered under these regulations, offering retirement advice shall possess  the 

minimum qualifications of that being a Graduate in any discipline at all times, and;  

 

 Individuals and the proprietor, partners and representatives of retirement advisers 

to ensure that the individuals offering retirement advice shall have, at all times, 

possess a valid certification on retirement planning or retirement advisory services 

from an Institute accredited by PFRDA. 

Provided that such certification shall not be mandatory in the following cases (i) an 

Investment Adviser registered with SEBI under its regulations; (ii) any Certified Financial 

Planner (CFP) or Associate Financial Planner (AFP)- Retirement Planning Certification/s, 

awarded by Financial Planning Standards Board India (FPSB India); (iii) any other cases as 

specified by PFRDA. 

 

The fresh certification or renewal of the existing certification through completing 

continuous professional education by the accredited institute must be obtained before 

expiry of the validity of the existing certification to ensure continuity in compliance with 

certification requirements. 
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Security Deposit 

 

1) Retirement Advisers who are body corporate or partnership firm or any registered trust 

or society, on registration shall provide security deposit in the form of bank deposit or 

performance guarantee of Rs. One lakh to the PFRDA before commencement of 

business. The deposit/ Guarantee shall be valid for a period of six months beyond the 

original or renewed period of registration so granted. Such security deposit or guarantee 

shall be issued by a scheduled commercial bank and where any bank is offering services 

of a retirement adviser, the security deposit shall be issued by another scheduled 

commercial bank. 

 

2) Retirement Advisers who are individuals or carrying on proprietary concerns, upon 

registration shall provide security deposit in the form of bank deposit or performance 

guarantee of Rupees Ten Thousand to PFRDA before commencement of business. The 

bank deposit/Guarantee shall be valid for a period of six months beyond the original or 

renewed period of registration period so granted. The registration is liable to be 

cancelled if such deposit is not received within the time stipulated by PFRDA, unless 

extended. 

 

Validity and Renewal of the Registration Certificate 

 

The certificate of registration shall have a validity of 3 years from the date of issue. The 

application for renewal of the certificate shall be made 3 months before the expiry of the 

period of validity of the certificate. The renewal of application shall be treated in the same 

manner as during the initial grant of certification. Further, PFRDA may also take into 

consideration, the performance of the retirement adviser during the original period of 

certification including the number of new accounts opened.  

Fees to be charged by the Retirement Adviser 

 

a) A Retirement adviser shall provide retirement advice and facilitate on-boarding to NPS 

and help the subscriber in getting the subsequent services under NPS. The fees for 

retirement advice, on-boarding and subsequent services/transaction may be charged by 

the Retirement Adviser, subject to the maximum of charges as may be specified by 

PFRDA.   

The upper ceiling for on-boarding for a prospect under NPS shall be Rs 120 only which 

fee shall be subject to revision by PFRDA from time to time. Payment of on-boarding fee 

will be chargeable only on completion of the registration process/on-boarding of the 

subscriber and generation of individual pension account.    
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For any subsequent services, the individual Retirement Adviser shall be entitled to 

charge upto Rs. 20 only per transaction or a maximum of Rs.100 annually which may be 

subject to revision by PFRDA from time to time, as may be specified. 

b) Retirement Adviser which is an individual or a firm or body corporate or any other 

entity, advising a prospect or subscriber or a group or class of subscribers collectively, 

may charge advisory fees, subject to any ceiling as may be specified by PFRDA, through 

issuance of appropriate notifications /guidelines/circulars or any other directions, if any. 

PFRDA has mandated that an advisory fee of 0.02percent may be charged from any 

exiting subscriber on their Asset under Management of NPS on the date of advice 

subject to a minimum of Rs.100 and a maximum of Rs.1000 per annum for providing 

advice to the subscribers. The scope of advice being provided either in oral or writing to 

the subscriber will be limited to asset allocation and choice of pension fund manager for 

the financial assets under NPS. 

The fees in such cases shall be chargeable as per the written agreement between the 

prospect/subscriber and the Retirement Adviser. Further, a Retirement Adviser shall 

ensure that fees charged to the prospects/subscribers including the group of subscribers 

are fair and reasonable and commensurate to the services offered. 

All fee and charges collected shall be duly acknowledged by the retirement adviser by 

issuance of appropriate receipts for the service provided. 

c) Retirement advisers who have been specifically allowed to render services to  eligible 

prospects, outside India, shall be entitled to collect an on-boarding fee of upto US $ 8 or 

in equivalent currency from the prospect where such retirement adviser sources the 

application from prospect in such territory, outside India, and sends the same to Point of 

Presence in India for account opening or getting it opened through online platform. 

Where the retirement adviser sources the application from prospect, outside the 

territory of India and submits the same to the branch of registered Point of Presence, 

providing services under NPS in such territory, the on-boarding fee which may be 

collected by the Retirement Adviser, from the prospect shall be limited to US$ 2 or in 

equivalent currency. The Retirement adviser shall also be entitled to collect from the 

subscriber, service charges not exceeding US$ 1 per transaction or in equivalent 

currency, for any subsequent services under NPS, provided to such subscriber outside 

the territory of India, post the opening of his individual pension account. 

 

 

General responsibility 

 

 A Retirement Adviser shall act in a fiduciary capacity towards its 

prospects/subscribers and shall disclose all conflicts of interests as and when they 

arise;  

 A Retirement Adviser may have a tie up with the registered POPs for providing 

services to the prospects. There shall be no restrictions on the number of POPs with 



223 
 

whom the Retirement Adviser may enter into such arrangements provided that the 

interests of the subscribers are not adversely affected;  

 A Retirement Adviser shall not receive any consideration by way of remuneration or 

compensation or in any other form from any person other than the 

prospect/subscriber being advised, in respect of National Pension System (NPS) or 

other pension scheme regulated by Authority, for which such advice is provided;  

 A Retirement Adviser shall not collect any amount in cash for 

investment/contribution to the pension account of the subscribers in the capacity of 

Retirement Adviser;  

 The Retirement Adviser shall advice the prospects/subscribers on how to fill in the 

registration form for enrolment, exit forms, various other forms required to 

modify/change personal master details, nomination, POP, Pension Funds, 

investment choice and other related activities under NPS or other pension schemes; 

 The Retirement Adviser shall advice the subscribers on a periodic basis about the 

performance of Pension Funds, underlying asset portfolio, NAV, general financial 

market trend or any other relevant information through dedicated e-mail, 

newsletters or other specified means ; 

 The Retirement Adviser shall advice the subscribers on a periodic basis about the 

change in various policy & guidelines issued by Authority, or other information 

pertaining to intermediaries under National Pension System including the National 

Pension System Trust; 

 A retirement adviser shall maintain an arms-length relationship between its activities 

as a Retirement Adviser and its other activities;   

 A Retirement Adviser which is also engaged in activities other than that of 

retirement advisory services shall ensure that its retirement advisory services are 

clearly segregated from all its other activities;  

 A Retirement Adviser shall ensure that in case of any conflict of interest of the 

retirement advisory activities with other activities, such conflict of interest shall be 

disclosed to the prospects/subscribers, beforehand;   

 A Retirement Adviser shall not divulge any confidential information about its 

prospect/subscriber, which has come to his or its knowledge, without taking prior 

permission of its prospect, except where such disclosures are required to be made in 

compliance with any law for the time being in force;    

 A Retirement Adviser shall follow ‘Know Your Customer’ procedure as specified by 

the Authority from time to time;  

 A Retirement Adviser shall abide by Code of Conduct as specified by Authority; 

 In case of change in control of firm of the Retirement Adviser, timely intimation shall 

be given to Authority;  

 Retirement Advisers shall furnish to the Authority information and reports as may be 

specified by the Authority from time to time.  
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 It shall be the responsibility of the Retirement Adviser to ensure that its 

representatives and partners, as applicable, comply with the certification and 

qualification requirements as specified by Authority at all times. 

 

Scope of Work for Retirement Advisers 

A Retirement Adviser shall undertake the following activities: 

 Creating awareness of NPS and other pension schemes regulated by PFRDA will be 

the core responsibility of the Retirement Adviser; 

 To facilitate on-boarding of the prospective subscriber to National Pension System or 

other pension scheme regulated by Authority; 

 To advise prospects on the necessity of old age income security, retirement 

planning, level of contributions they can make , having regard to their current and 

future potential income to achieve desired retirement objectives and other issues 

connected with taking of these decisions and avoid chances of mis-selling; 

 To help prospects and other subscribers in planning for retirement savings; 

 The adviser is expected to exercise professional due diligence while dealing with 

prospects and possess the necessary skills towards this end; 

 The adviser shall  allow a free and frank atmosphere while dealing with prospects, 

which shall allow them to take informed transactional decisions and for this purpose 

shall keep the interest of the prospect/subscriber in the forefront;  

 The adviser is required to collect and suggest prospects , the most suitable scheme, 

taking into consideration the following aspects of the prospects and based on 

utmost good faith and fair market practices:  

a) Due diligence on the requirements of the prospect to suggest them the most 

suitable products by collecting basic information of the prospect such as 

information pertaining to age, marital status, dependents, current assets, 

liabilities, income, planned purchases, planned retirement age; plans post 

retirement, family history of health and longevity and the current health 

position.  

b) Identifying prospect’s financial and retirement goals. 

c) Analyzing prospect’s current financial situation and current investments. 

d) Risk profiling of the prospect/subscriber. 

e) Asset Allocation 

f) Investment allocation strategy 

g) Periodic monitoring and balancing 

h) Likelihood of immediate and near future financial commitments of either self or 

family. 

 A Retirement Advisor will enable the subscribers to avail the benefits of pension 

schemes regulated by PFRDA by supporting them in making simple decisions about 

contributions, investments allocation and selection of Pension Funds.  
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 A Retirement Adviser shall partner with corporates and Government departments to run 

awareness programmes on retirement planning for their employees. 

 A Retirement Advisor shall be able to appropriately guide and advice the subscriber 

about the risk and return profiles of the different financial securities and also advise the 

most suitable ratio of fund allocation in each of the asset classes viz. Equity, Government 

Securities, Corporate Bonds after duly considering the profile of the prospect and 

prevailing market conditions, and expected growth in the various parameters of 

economy and financial markets. 

 Retirement Advisors may create awareness on the fund performance of each pension 

fund including comparison of the returns of the scheme and investments made by the 

pension funds, on the basis of information made available/approved by Authority.  

 Retirement Advisors would transmit information and documents to intermediaries in a 

time bound manner and maintain utmost confidentiality of personal information 

collected from subscribers and shall not use it for any other activity without the consent 

of the subscriber. 

 

Risk Profiling 

 

Retirement Adviser shall ensure that they engage in Risk Profiling of their subscribers by 

obtaining from the prospect/subscriber, such information as is necessary for the 

purpose of giving retirement advice, including the following:  (i) age; (ii) income details; 

(iii) existing retirement savings/assets; (iv) risk appetite/tolerance; (v) liability/borrowing 

details; (vi) dependent family members; (vii) life/health insurance details; (viii) any other 

relevant information as specified in the Regulation.  

 

The Adviser shall follow a process for assessing the risk, a prospect/subscriber is willing 

and able to take, including: (i)assessing a prospect’s capacity for absorbing loss;  (ii) 

identifying whether prospect is in a position to understand the concept of market risk 

involved in the process of investment; (iii) appropriately interpreting prospect responses 

to questions and not attributing inappropriate weight to certain answers; (iv) is able to 

understand and appreciate that retirement plans involve long gestation period, and 

early liquidation or exit, from the scheme is not beneficial. 

In cases tools are used for risk profiling, it shall be ensured that the tools are fit for the 

purpose and any limitations are identified and mitigated; any questions or description in 

any questionnaires used to establish the risk that a prospect/subscriber is willing and 

able to take are fair, clear and not misleading. Once the risk assessment is done, the risk 

profile of the prospect/subscriber shall be communicated to the prospect and updated 

periodically on the basis of the information provided by prospects/subscribers. 

Maintenance of records 

a) A Retirement Adviser shall maintain the following records,- 
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(1) KYC records of the prospect/subscriber;  

(2) Risk profiling sheet duly filled up and signed by the subscriber.Copies of 

agreements with prospects/subscribers, if any;  

(3) A register or record containing list of the prospects/subscribers, the date of 

advice, fee charged, if any for such advice; 

(4)  Any other documents or records, as may be notified by the Authority; 

b) The records may be maintained in physical or electronic format in such manner that 

it can be retrieved whenever required by the Authority or any other person 

authorised by the Authority. 

c) A Retirement Adviser, other than an individual Retirement Adviser generating a fees 

of amount of more than the limit as specified by Authority for retirement advisory 

services, shall undertake yearly audit in respect of compliance with these regulations 

from a member of Institute of Chartered Accountants of India. Provided that in case 

of banks offering services of retirement adviser, the same shall be covered under the 

scope of its statutory audit. 

Segregation of execution services 

Retirement Advisers which are banks, Non-Banking Finance Companies (NBFCs) and body 

corporate providing distribution or execution services to their prospects shall keep their 

retirement advisory services segregated from other activities:  

Provided that such distribution or execution services can only be offered subject to the 

following:  

(a) The prospect shall not be under any obligation to avail the distribution or execution 

services offered by the Retirement Adviser.  

(b)The Retirement Adviser shall maintain arm’s length relationship between its activities as 

retirement adviser and distribution or execution services.  

(c)All fees and charges paid to distribution or execution service providers by the prospect 

shall be paid directly to the service providers and not through the Retirement Adviser.   

(d)The Retirement Adviser shall not force the subscriber in any manner to avail their 

services as a condition precedent for subscribing to NPS or offer any tie up services without 

the approval of the Authority. 
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9.4.3 PFRDA (Point of Presence) Regulations, 2015 

 

The PFRDA (Point of Presence) Regulations, 2015 aims at encouraging an independent, 

strong and effective distribution channel for NPS and ensuring that market practices of the 

points of presence are fair, efficient and transparent for the promotion and protection of 

interest of the subscribers. 

 

Eligibility Criteria 

 

The following shall be the eligibility criteria for any applicant intending to obtain a certificate 

of registration as a point of presence:- 

 The applicant is registered and regulated by any financial regulator including the RBI, 

the SEBI, the IRDAI, the PFRDA and the National Housing Bank (NHB); 

 Has a minimum of fifteen branches in India with each branch having the necessary 

Information Technology infrastructure and capacity to electronically link to the 

central recordkeeping agency approved by the PFRDA. Each of these branches of the 

point of presence should have demonstrated capability to electronically transmit the 

subscriber’s contribution and information not later than “T+1” basis where T stands 

for the day on which clear funds are available with the Point of Presence. However, 

the requirement of minimum number of branches shall not be applicable for 

‘Aggregators’ registered under the PFRDA regulations. 

 Has minimum net worth (paid-up capital plus free reserves) of Rs. 2 crores which 

shall include a minimum paid up capital of Rs50 lakhs as on the last day of the 

immediately preceding financial year. For ‘Aggregators’ registered under the PFRDA 

Regulations, the minimum net worth (paid up capital plus free reserves) shall be 

mimimum of Rs.1 crore.  

 Shall possess a 3 year track record of profitability (Profit after tax) out of the last 5 

financial years as on the last day of the immediately preceding financial year and not 

having any cash losses in the last two financial years. However this is not applicable 

for new payment banks, small finance banks and entities offering such services, only 

for a period of five years from the date of their establishment. 

 Shall be in the business of marketing or selling of retail financial services or products; 

 Absence of convictions and restraint orders by any financial sector regulator or by a 

court of law in any of the preceding 5 years for any offence involving moral 

turpitude, economic offences, violation of any securities or banking law or fraud; 

 Conforming to any other criteria as may be specified by PFRDA from time to time in 

the form of resolutions, notifications, circulars, guidelines, having regard to the 

interest of the subscribers and for orderly growth of the pension industry. 

 

An application for grant of certificate of registration, shall be disposed of by the PFRDA, 

normally within a period of 60 days from the date of receipt of such request.  
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Subject to compliance with the provisions of the Act, rules and regulations, the certificate of 

registration granted to a POP shall remain valid unless suspended or cancelled by the 

Authority. Any certificate of registration granted by the PFRDA to POP shall be subject to the 

following conditions, namely:— 

 Where the POP proposes to change its status or constitution, it shall obtain prior 

approval of the Authority for continuing to act as a point of presence after such 

change in its status or constitution; 

 It pays the applicable fees and levies in accordance with the relevant regulations; 

 It abides by the provisions of the Act, regulations, directions, guidelines and circulars 

as may be issued by the Authority from time to time; 

 It meets the eligibility criteria and other requirements specified in these regulations 

throughout the tenure of such certificate of registration so granted. 

 

Duties and Responsibilities of Point of Presence 

 

The Point of Presence shall perform the following duties through their service provider 

branches in accordance with the provisions of the Act, rules and regulations and any 

guidelines and directions issued by PFRDA and the operational service level agreements 

executed with the National Pension System Trust as also any standard operating procedure 

issued by the National Pension System Trust, based on PFRDA’s guidelines,- 

 

 

Duties in relation to initial customer interaction for National Pension System 

 Addressing queries of potential subscribers regarding National Pension System. 

 Providing and displaying information, in accordance with the provisions of the 

scheme, as approved by the Authority including information relating to , application 

forms, offer documents or any other publicity material pertaining to National 

Pension System; 

 

Duties in relation to subscriber registration: 

a) Receive the duly filled application form along with the KYC documentation as may be 

applicable from time to time and conduct Customer Due Diligence (CDD) procedures as 

required under the PMLA 2002 including the amendments thereof or any other law through 

effective use of Know Your Customer verification processes laid down by PFRDA for all 

subscribers; 

b) The point of presence shall carry out checks, as specified in the service standards as 

provided in the agreement between the point of presence and National Pension System 

Trust; 
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c) The point of presence shall ensure maintenance and reporting of all transactions by 

subscribers in accordance with the provisions of PMLA, 2002including amendments thereof 

and the rules framed thereunder from time to time, as may be applicable; 

d) The point of presence is responsible for collecting and transmitting, the initial 

contribution at the time of opening of National Pension System account and subsequent 

contributions of subscribers made by them to the Trustee Bank; 

e) The point of presence shall be responsible for delivering the subscriber registration 

form and supporting documents to the central recordkeeping agency or its representative 

which is approved by the Authority; 

f) The point of presence shall transfer the National Pension System contributions to 

the National Pension System Trust account maintained with the Trustee Bank and upload 

the subscriber contribution files with the central recordkeeping agency within the 

timeframe specified by the service standards for point of presence as provided in the 

agreement between point of presence and the National Pension System Trust; 

 

Handling of subscriber requests such as the following: 

 

1. The point of presence is responsible for receiving and processing switching requests 

from subscribers among schemes and among pension fund; 

2. The point of presence shall upload all requests from subscribers into the central 

recordkeeping agency system within the timeframe specified by the service standards, as 

provided in the agreement between the point of presence and the National Pension System 

Trust; 

3. In respect of the subscriber withdrawal requests,-the point of presence shall be 

responsible for receiving and processing, from subscribers for withdrawal of funds invested 

within the timeframe specified by the service level standards and in accordance with PFRDA 

(Exit and Withdrawal) Regulations, 2015 or guidelines issued by the Authority. The point of 

presence shall not charge any extra charge for the service, other than what is permitted by 

the Authority; 

4. The Point of Presence shall be responsible for attending to subscriber’s request for 

shift from one point of presence to another point of presence or to another point of 

presence service provider branch; 

a) recording the request 

b) updating records in central recordkeeping agency system; 

5. The point of presence shall be responsible for receiving and processing requests 

from subscribers for new I-Pin or T-Pin or Permanent Retirement Account Number card and 

other subscriber details; 

6. The point of presence is responsible for any other National Pension System account 

related service, as may be specified by Authority from time to time; 
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7. The point of presence shall be responsible for all requests for the National Pension 

System related services received from the subscribers through online mode wherever the 

same is made available by the point of presence; 

8. The point of presence shall be responsible for receiving grievances from subscribers 

and uploading the same into centralized grievance management system and following up till 

their redressal. 

 

The point of presence shall be responsible for the following in the event of cancellation or 

suspension of registration by the Authority or where it ceases to be a point of presence: 

 

 The point of presence may transfer all the data or records or documents or money of 

subscribers to any other point of presence as may be authorised or appointed by 

PFRDA for providing services, at the time of termination. 

 The point of presence, which has been directed to transfer such documents and 

records, shall extend all necessary cooperation and support to the successor points 

of presence. 

 On transfer of such documents and records, the transferor point of presence shall 

confirm to the transferee point of presence whether all such necessary documents 

and records have been transferred. 

 The point of presence, point of presence - corporate and point of presence – sub 

entity shall adhere to the service standards as laid down in the agreement between 

the point of presence and the National Pension System Trust. 

 

Charges to be charged to the NPS Subscribers 

 

The charges that may be levied on the subscriber by the point of presence shall be subject 

to the limits and manner of collection as laid down by PFRDA from time to time. The charges 

payable by the subscriber to the points of presence shall comprise the following heads:— 

• Initial subscriber registration and contribution upload charges subject to the limits as 

may be specified by PFRDA from time to time. 

• Subsequent transaction charges subject to the limits as may be specified by PFRDA 

from time to time. 

No other charges, other than that specified by PFRDA shall be collected from the 

subscribers. 

In the event of the point of presence or point of presence sub-entity failing to adhere to the 

service level standards prescribed in the agreement between the point of presence and 

National Pension System Trust including the upload of contributions as per the timelines 

prescribed there under shall compensate the subscriber who is aggrieved by such an act to 

the tune of bank rate plus two percent for the period of such delay or violation. 
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Maintenance of Books of Account and Audit of Accounts 

 

The following books of accounts be kept by the point of presence: 

(a) details of applications received and submitted to the central recordkeeping agency for 

registration and Permanent Retirement Account Number (PRAN) data generated for all such 

applicants; 

(b) details of money received from the subscribers – in cash, by cheque, or any authorized 

form of remittance; 

(c) details of cash held on a daily basis; 

(d) details of subscriber-wise money remitted to the Trustee Bank; 

(e) details of subscriber-wise instructions sent to the central recordkeeping agency. 

 

(2) The point of presence shall follow the Segmental Method of Accounting (under the 

relevant accounting standards) for its National Pension System related activities and the 

same shall be audited. The format and scope of such an audit shall be in conformity with the 

notifications, guidelines, circular etc. issued by Authority from time to time. The Audit 

certificate shall be submitted to the Authority as soon as practicable upon finalisation of 

books of point of presence’s accounts but not later than ninety days from the date of such 

finalisation of such accounts. 

 

Code of Conduct 

 Point of presence shall avoid conflicts of interest in managing the affairs of the 

National Pension System subscribers and keep the interest of all subscribers 

paramount in all matters. In case of any conflict between the interests of a 

subscriber and that of the point of presence or its representative, precedence may 

be given to the subscribers’ interests. 

 Subscribers shall be provided with updated information on National Pension System 

through fair disclosure mechanism as may be prescribed by the Authority from time 

to time to enable informed decision making by the subscriber: 

o Sufficiently before the subscriber enters into a financial contract, so as to 

allow the subscriber reasonable time to understand the information; 

o On a continuing basis through its website, and within a reasonable time-

period from the occurrence of any material change or at reasonable periodic 

intervals, as applicable; and 

o In writing and in a manner that is likely to be understood by the subscriber 

 The point of presence shall ensure that it has not given any undue or unfair 

advantage to any associates or dealt with any of the associates of its business in any 

manner detrimental to interest of the subscribers. 

 The point of presence shall maintain high standards of integrity and fairness in all 

their dealings and in the conduct of their business. They shall render at all times high 

standards of service, exercise due diligence which implies a standard of skill and care 
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that is commensurate with honest market practice, good faith, profile of customer, 

the extent of dependence of the subscriber on the point of presence and exercise 

independent professional judgment. 

 The point of presence shall not make any exaggerated statement, whether oral or 

written, either about their qualifications or capability to render services or their 

achievements. 

 Point of presence are prohibited from indulging in unfair conduct, i.e. an act or 

omission that significantly impairs, or is likely to significantly impair, the ability of a 

subscriber to make an informed transactional decision and includes conduct that is 

misleading or abusive, while dealing with subscribers. 

 

9.4.4 PFRDA (Central Recordkeeping Agency) Regulations, 2015 

 

The regulations aim to set standards for the eligibility, governance, organization and 

operational conduct of the Central Recordkeeping Agency (CRA) and for providing 

centralized recordkeeping, administration and customer service functions to all subscribers. 

The Authority may appoint one or more central recordkeeping agency under these 

regulations. The allocation of the subscribers between the existing central recordkeeping 

agency and the other central recordkeeping agency or agencies, if appointed, shall be based 

on a transparent criteria and process. 

 

Definitions under the Regulations 

 

I-Pin means the Personal Identification Number used to authenticate the subscriber to log in 

central recordkeeping agency, National Pension System Contributions Accounting Network 

system through internet 

 

National Pension System data shall include-all proprietary data generated out of operation 

and transactions, documents and related information including but not restricted to 

subscriber data which central recordkeeping agency obtains, possesses or processes in the 

context of providing the services to the subscribers as specified in the regulations and the 

Service Level Agreement. 

 

PRAN means the Permanent Retirement Account Number allotted as a unique identification 

number to each subscriber 

 

Service Level Agreement” (SLA) means the agreement inter-alia providing for quality and 

performance parameters, specified by Authority, which the central recordkeeping agency is 

expected to execute with other intermediaries. 
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T-Pin” means the number used to authenticate the subscriber in the Interactive Voice 

Response (IVR) system. 

 

 

Eligibility Criteria for a CRA 

 

 The applicant should be a company registered under the Companies Act and should 

have been operating for the last 5 years 

 The company should have made net profits in the three out of the five preceding 

years and should not have incurred cash loss in the preceding two years 

 The applicant, or its director or its principal officer, should not have been blacklisted 

by the government or any regulatory authority or convicted of economic offence or 

moral turpitude 

 The applicant should have information technology capabilities and sufficiently 

qualified and experienced manpower, as specified by the Authority in the selection 

process 

 The amounts, numbers or figures, as applicable, in respect of the following criteria 

shall be specified by the Authority on the date of inviting applications for registration 

under the selection process,- 

- The applicant should have minimum positive net worth, as on the last day of 

the preceding financial year, as specified by Authority. 

- The applicant should have demonstrated experience in developing and 

managing technology based central administration and recordkeeping system 

- The applicant should have minimum number of experience, in years, with 

central recordkeeping and administration functions, as specified by the 

Authority; 

- The applicant should have experience in managing over a defined number of 

individual accounts per year over the last three years, as specified by the 

Authority; 

- Any other criteria as may be specified by the Authority; 

 A direct or indirect cross holding by any intermediary or its sponsor under the central 

recordkeeping agency should be less than forty percent of the paid up capital. 

The applicant shall submit a proposal in the format as may be specified by the Authority in 

respect of the selection process. The Authority may grant the certificate of registration as a 

central recordkeeping agency on being satisfied that the application for registration is 

complete in all respects and is accompanied by all documents required and all information 

given in the application form is correct. The authority shall ensure that the applicant is 

eligible and able to meet effectively its obligations as the central recordkeeping agency. 

Where the applicant proposes to change its status or constitution, it shall obtain prior 

approval of the Authority for continuing to act as the central recordkeeping agency after 

such change in status or Constitution. 
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The CRA shall at all times meet the eligibility criteria and other requirements specified in 

these regulations. The certificate granted to a central recordkeeping agency shall remain 

valid for a period of ten years from the date of grant of registration. 

 

Roles and Responsibilities 

 

The CRA shall be responsible for the centralized recordkeeping, administration and 

customer service functions for all the subscribers under the National Pension System, The 

roles and responsibilities of the central recordkeeping agency shall be to - 

 Build, maintain and operate the National Pension System infrastructure, setting up 

and operating the system including the National Pension System Central Accounting 

Network; 

 Act as operational interface for all intermediaries under its system. This shall include 

interaction with all necessary external agencies to accomplish the operations and 

commissioning its functions as per regulations; 

 Set up the Information Technology infrastructure in compliance with the proposed 

architecture and also developing or scaling up of the Information Technology 

infrastructure; 

 Develop, upgrade and maintain software application, data migration strategy and 

other software development artefacts; 

 Provide web based access to the Authority and the National Pension System Trust 

and role based access to other service providers like Trustee Bank, Government 

departments, pension funds, Point of presence, aggregators and annuity service 

providers as specified by the Authority; 

 Provide a periodic Management Information System and information as called for to 

the Authority, the National Pension System Trust and the Ministry of Finance and to 

any specified department of the Central and state Government; 

 Assist the Authority and the National Pension System Trust in enforcement of 

operational guidelines of the Authority or the National Pension System Trust or 

service providers by providing the required data or information and reports on 

lapses and errors; 

 Maintain absolute confidentiality of all records, data and information including 

subscribers’ personal information and data. 

 

For providing the services as specified under these regulations to the subscribers, the 

central recordkeeping agency shall collect service charges, on the basis and in the manner, 

as may be approved by PFRDA. 
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Code of Conduct 

 

The central recordkeeping agency shall,— 

 Act with integrity, competence, diligence, respect, and in an ethical manner with 

all intermediaries and subscribers under the National Pension System or other 

pension scheme regulated by the Authority. 

 Exercise professional diligence while dealing with subscribers, which implies a 

standard of skill and care that is commensurate with honest market practice, 

good faith and the different profiles of consumers. 

 Prohibit from indulging in unfair conduct, which includes conduct that is 

misleading or abusive, while dealing with subscribers. The unfairness of any 

conduct shall be gauged based on whether it interferes with the ability of the 

subscriber to make an informed transactional decision. 

 Shall not disclose private/confidential information unless the prior written 

informed consent of the subscriber has been obtained, or the disclosure is 

required under law or in other identified circumstances. 

 Have appropriate internal mechanisms to redress consumer complaints and 

consumers should be adequately informed of such mechanisms. 

 Place the interests of the National Pension System and its subscribers above their 

own personal interests. 

 Maintain independence and objectivity by, among other actions, avoiding 

conflicts of interest, refraining from self-dealing, and refusing any gift that shall 

reasonably be expected to affect their loyalty to the National Pension System. 

 Abide by all applicable laws, rules, and regulations, including the terms of the 

documents under National Pension System. 

 Maintain confidentiality and protection of National Pension System and 

subscriber information. 

 Communicate with subscribers (as may be applicable) and supervisory 

authorities in a timely, accurate, and transparent manner. 

 

9.4.5 PFRDA (National Pension System Trust) Regulations 2015 

 

The PFRDA (National Pension System Trust) Regulation aims to lay down the formalities for 

the appointment of the Board of Trustees of the NPS and for pension schemes and to define 

their role and responsibilities, power and functions to be exercised in the interest of the 

subscribers. 

 

The National Pension System Trust shall be established by the PFRDA by executing the trust 

deed in favour of the trustees who will be named in the instrument. The trust deed shall 

contain the following details: 
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 The objective of establishing the NPS Trust including the rights of the subscribers and the 

vesting of these rights in the trustees. 

 The powers and functions of the Board of Trustees. 

 The duties and responsibilities of the Board of Trustees. 

 The Trust Deed shall have the following clauses: 

o Maintenance of third-party confidentiality of material information in its 

possession. 

o Taking action on reports submitted by the NPS intermediaries to ensure 

compliance with the NPS regulations. 

o Make disclosures of any interest they may have in any particular company and 

maintain arms-length distance with any intermediary they may have contact 

with. 

o The subscribers to have beneficial interest in the asset limited to their holding in 

the scheme. 

o The Board of Trustees to always act in the interest of the subscribers. 

o The Trust to be responsible for monitoring and evaluating the levels of service 

offered by the intermediaries. 

o The NPS Trust will be responsible for receiving, processing and settling the claims 

made by the subscribers on exit. 

o The NPS Trust will be responsible for supervising the receipt of all incomes 

receivable on the assets held. 

 The fees to be paid to the trustees. 

 

Board of Trustees 

The Board of Trustees shall have a minimum of five trustees and not exceeding eleven 

trustees. One person of the appointed trustees shall be designated as the Chairperson of 

the NPS Trust. 

The Eligibility to be appointed on the Board of Trustees as a trustee includes the following.  

 Should be a citizen of India 

 Is a person of ability, integrity and standing 

 Should not have been convicted of any economic offence or found guilty of moral 

turpitude 

 Should be suitably qualified and experienced in law, economics, finance, 

accountancy and related fields 

 Should fulfil any other qualifications that may be specified from time to time 

No intermediary of the National Pension System, Director or Sponsor, officer or employee 

shall be eligible to be appointed as trustee of the trust.  

The tenure of the trustee will cease on completion of the term of three years. This may be 

exceeded by a maximum of two years. Other reasons for vacating the office may be by 

death, resignation, disqualification on account of mental and physical abilities or offence or 

dereliction of duty. 
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The PFRDA may appoint a qualified and experienced Chief Executive Officer (CEO) to run the 

daily affairs of the trust. The CEO will not be a trustee of the NPS Trust. The CEO will manage 

the day to day administration under the supervision and direction of the Board of Trustees. 

He will be aided by the staff of the NPS Trust.  

 

Operations of the Trust 

 The NPS Trust will enter into an Investment Management Agreement with the 

Pension Funds. 

 The NPA Trust will open and operate accounts with the trustee bank and custodian 

on behalf of the subscribers. 

 The securities purchased by a pension fund will be held in the custodial account of 

the NPS Trust. 

 The assets purchased by the pension funds will include cash, securities and other 

instruments notified by the PFRDA through its investment guidelines 

 The Board of Trustees may monitor the scheme performances on a continuous basis 

and can review all the transactions by the pension funds and submit its report to the 

PFRDA 

 The Trust will ensure accurate and timely dissemination of information on 

investment policies, objectives and other matters relating to the scheme to the 

subscribers 

 The Board of trustees shall exercise General due diligence that will include the 

following 

o Review the desirability of the continuance of a pension fund if irregularities 

are detected in their operations 

o Ensure the protection of trust property 

o Arrange for test checks for service level agreements 

 The Board of trustees shall exercise Special due diligence that will include the 

following 

o Periodically review the audit reports of the auditors appointed by the 

trustees and intermediaries 

o Obtain compliance reports from the intermediaries 

o Hold periodic meeting of trustees and maintain records of the meetings 

o Ensure that the entities adhere to the code of ethics 

 

Code of Conduct for Trustees 

 

The Trustees shall: 

 Act in good faith and in the best interests of the subscribers 

 Act with reasonable care and prudence 

 Act with skill, competence and diligence 
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 Ensure that there will be no conflict of interest 

 Deal fairly with all entities of the NPS System 

 Maintain high standards of integrity, fairness in dealings and in the conduct of 

business 

 At all times render a high level of service and exercise due diligence 

 Maintain confidentiality of information 

 Communicate with the authorities and others in a timely manner. 

 

9.4.6 PFRDA (Pension Fund) Regulations, 2015 

 

The objective of the Regulations is to standardize the framework for monitoring, supervision 

and internal control for pension funds to enable them to establish high standards for 

internal control and operational conduct, with the aim of protecting the subscribers and 

ensuring proper management of risk. 

 

Definitions under the Regulations 

 

Business Day means all days excluding weekly holidays (Saturday and Sunday) and such 

other days on which the designated Branch of the Trustee Bank is closed under the 

Negotiable Instruments Act, 1881 (26 of 1881) or a day on which the principal stock 

exchange as well as the debt market with reference to which the valuation of securities 

under the scheme is done is closed for business. 

 

Tangible net worth would comprise of paid-up capital plus free reserves including share 

premium but excluding revaluation reserves, plus investment fluctuation reserve and credit 

balance in profit & loss account, less debit balance in profit and loss account, accumulated 

losses and intangible assets. 

 

The regulation specifies that, the 

 A pension fund will commence activity relating to the National Pension System (NPS) 

only after receiving a certificate of registration from the PFRDA; 

 There shall be a choice of a number of pension funds as decided by the PFRDA  from 

time to time to manage the NPS, at least one of which will be a government 

company; 

 The pension fund will be incorporated as a limited company with a minimum positive 

tangible net worth of Rs. 25 crores. 

 The eligibility norms to act as a sponsor of a pension fund includes: 

o Fund management experience of at least 5 years in managing equity as well 

as debt schemes; 

o Must be engaged in financial business activity regulated by the RBI, SEBI, 

IRDAI, PFRDA; 
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o The sponsors individually or jointly should have a tangible networth of at 

least Rs.25 crore at the end of each of the preceding 5 financial years; 

o The sponsor should have generated profits after tax in at least three of the 

last five years, and should not have had a cash loss in any of the five years; 

o The sponsor will contribute at least 20 percent of the tangible net worth of 

the pension fund. Any entity that contributes 20 percent or more of the 

tangible net worth of the fund will have to fulfil the eligibility norms of the 

sponsor; 

o The sponsor will not hold equity capital in any other pension fund regulated 

by the PFRDA; 

 The pension fund shall have to meet the following mandatory requirements: 

o The fund shall have the infrastructure necessary to conduct its activities 

o At least 50 percent of the directors of the fund and all its key personnel shall 

have adequate professional experiences in the financial services business 

o At least 50 percent of the board of directors will be independent directors 

o The pension fund, sponsors, and key officers will be deemed fit and proper 

and not subject to any penalties or fines for financial irregularities 

o The pension fund shall execute the Investment Management Agreement and 

non-disclosure agreement  with the NPS Trust 

o Agreements with other intermediaries such as the Central Recordkeeping  

Agency, trustee bank, custodian and others. 

 The schemes managed by the pension fund shall adhere to the following 

guidelines: 

o The securities will be held in the name of the NPS Trust. 

o No pension fund shall invest in securities outside India. 

o There shall be no explicit or implicit guarantee of returns except market 

based guarantee mechanism. 

o The pension fund shall provide the option to subscribers to invest 100 

percent of their funds in government securities. 

o The initial price of each unit shall be Rs.10. 

o The Net Asset Value (NAV) shall be calculated on each business day. 

o The pension fund shall make public disclosure of information for the benefit 

of the subscribers as required by the regulations in a prominent place on 

their website 

 The daily NAV upto 4 decimal places by 9.00 pm on the same day. 

 Historical NAV since inception 

 Scrip-wise details of each scheme on a monthly basis within 10 days 

from the end of the month.   

 Unaudited financial statements along with scheme’s portfolio on a 

half-yearly basis before the completion of one month from the close 

of each half year 
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 Annual report with the scheme portfolio within 15 days of approval by 

NPS trust 

Code of Conduct 

 

 A pension fund shall make all efforts to protect the interests of subscribers and shall 

render the best possible service to the Authority/ National Pension System Trust 

having regard to the subscriber’s needs and the environments and its own 

professional skills. 

 A pension fund shall ensure that it and its key management personnel, employees, 

contractors and agents, shall in the conduct of their business, observe high standards 

of integrity, dignity, fairness, ethics and professionalism and all professional dealings 

shall be affected in a prompt, effective and efficient manner. A pension fund shall be 

responsible for the acts or omissions of its employees and agents in respect to the 

conduct of its business. 

 A pension fund shall at all times render high standards of service, exercise due skill 

and diligence over persons employed or appointed by it, ensure proper care and 

exercise independent professional judgment and shall not at any time act in 

collusion with other intermediaries in a manner which is detrimental to the 

subscribers. 

 A pension fund shall levy charges/ fees for the services rendered as may be 

determined by the Authority. 

 A pension fund shall be prompt in crediting dividends, interests or any such accrual 

income received or collected by it on behalf of the Authority, the National Pension 

System Trust or subscribers to the scheme accounts. 

 A pension fund shall ensure that adequate disclosures are made to the Authority, the 

National Pension System Trust or subscriber in a comprehensible and timely manner 

so as to enable them to make a balanced and informed decision. 

 A pension fund shall not make any misrepresentation and ensure that the 

information provided to PFRDA, the National Pension System Trust or subscriber is 

not misleading. 

 A pension fund shall not make any exaggerated statement whether oral or written to 

the PFRDA, the National Pension System Trust or subscribers, either about its 

qualification or capability to render certain services or its achievements in regard to 

services rendered to other Authority, National Pension System Trusts or subscribers. 

 A Pension fund shall not divulge to anybody, either orally or in writing, directly or 

indirectly, any confidential information about the PFRDA, the National Pension 

System Trusts or subscribers, which has come to its knowledge, without taking prior 

permission of the PFRDA, the National Pension System Trusts, except where such 

disclosures are required to be made in compliance with any law for the time being in 

force. 
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 A pension fund shall avoid conflict of interest and make adequate disclosure of its 

interest and shall put in place a mechanism to resolve any conflict of interest 

situation that may arise in the conduct of its business or where any conflict of 

interest arises, shall take reasonable steps to resolve the same in an equitable 

manner. A pension fund shall make appropriate disclosure to the PFRDA, the 

National Pension System Trust or subscribers of its possible source or potential areas 

of conflict of duties and interest while acting as a pension fund which would impair 

its ability to render fair, objective and unbiased services. 

 A pension fund or any of its directors, or employee or an associate of the pension 

fund shall not, either through its account or their respective accounts or through 

their family members, relatives or friends indulge in any insider trading. 

 A pension fund shall ensure that good corporate policies and corporate governance 

is in place. It shall not engage in fraudulent and manipulative transactions in the 

securities listed on any stock exchange in the country and shall not indulge in any 

unfair competition (including resorting to unfair means for inducing another 

intermediaries, the PFRDA or the National Pension System Trust) which is likely to 

harm the interests of other intermediaries or subscribers or is likely to place such 

other intermediaries in a disadvantageous position while competing for or executing 

any assignment. 

 A pension fund shall take adequate and necessary steps to ensure that continuity in 

data and record keeping is maintained and that the data or records are not lost or 

destroyed. It shall also ensure that for electronic records and data, up-to-date back 

up is always available with it. 

 A pension fund shall co-operate with the PFRDA , or any intermediary designated by 

the PFRDA, as and when required and shall not make any untrue statement or 

suppress any material fact in any documents, reports, papers or information 

furnished to the PFRDA or neglect or fail or refuse to submit to the PFRDA or other 

agencies with which it is registered, such books, documents, correspondence and 

papers or any part thereof as may be demanded/requested from time to time. 

 

9.4.7 PFRDA (Exits and Withdrawals under the National Pension System) Regulations 2015 

The regulations aim at providing an effective mechanism in the interest of subscribers, upon 

exit or withdrawal from the National Pension System, including the conditions, purpose, 

frequency and limits for withdrawals from individual pension account, as also the 

conditions, subject to which a subscriber shall exit from the National Pension System and 

purchase an annuity thereupon. 
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Definitions under the Regulations 

 

Accumulated pension wealth means the monetary value of the pension investments 

accumulated in the Permanent Retirement Account of a subscriber under the National 

Pension System. 

Annuity service provider means a life insurance company registered and regulated by the 

Insurance Regulatory and Development Authority of India and empanelled by PFRDA for 

providing annuity services to the subscribers of the National Pension System. 

 

Exit from the NPS 

Exit from National Pension System for Government sector subscribers 

 On superannuation from service then at least forty percent out of the accumulated 

pension wealth of such subscriber shall be mandatorily utilized for purchase of 

annuity providing for a monthly or any other periodical pension and the balance of 

the accumulated pension wealth shall be paid to the subscriber in lump sum or he 

shall have a choice to collect such remaining pension in accordance with the other 

options specified by PFRDA from time to time in the interest of the subscribers. 

 Provided that,- 

o The default annuity contract that will be applicable is the contract that shall 

provide for annuity for life of the subscriber and his or her spouse (if any) 

with provision for return of purchase price of the annuity and upon the 

demise of such subscriber, the annuity be re-issued to the family members in 

the order specified hereunder at a premium rate prevalent at the time of 

purchase of such annuity by utilizing the purchase price required to be 

returned under the annuity contract (until all the family members in the 

order specified below are covered) : 

 living dependent mother of the deceased subscriber; 

 living dependent father of the deceased subscriber. 

o After the coverage of all the family members specified above, the purchase 

price shall be returned to the surviving children of the subscriber and in the 

absence of children, the legal heirs of the subscriber, as may be applicable. 

The subscriber may specifically opt out of the default annuity option and 

choose an annuity contract offered by any of the registered Annuity Service 

Providers. 

o The subscriber who wishes to opt out of the default option mentioned above 

and wishes to choose the annuity contract of his choice from the available 

annuity types or contracts with the annuity service providers, shall be 

required to specifically opt for such an option. 

 Where the subscriber does not desire to withdraw the balance amount, after 

purchase of mandatory annuity, such subscriber shall have the option to defer the 

withdrawal of the lump sum amount until he or she attains the age of seventy years, 
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provided the subscriber intimates his or her intention to do so in writing in the 

specified form at least fifteen days before the attainment of age of superannuation 

to the National Pension System Trust or an intermediary or entity authorized by the 

Authority for this purpose; 

o Where the subscriber desires to defer the purchase of annuity, he or she shall 

have the option to do so for a maximum period of three years from the date 

of attainment of age of superannuation, provided the subscriber intimates his 

or her intention to do so in writing in the specified form at least fifteen days 

before the attainment of age of superannuation to the National Pension 

System Trust or an intermediary or entity authorized by PFRDA for this 

purpose. It shall be a condition precedent to opt for such deferment of 

annuity purchase that in case if the death of the subscriber occurs before 

such due date of purchase of an annuity after the deferment, the annuity 

shall mandatorily be purchased by the spouse (if any) providing for annuity 

for life of the spouse with provision for return of purchase price of the 

annuity and upon the demise of such spouse be re-issued to the family 

members in the order of preference provided hereunder at a premium rate 

prevalent at the time of purchase of the annuity, utilizing the purchase price 

required to be returned under the contract until all the members given below 

are covered):- 

 living dependent mother of the deceased subscriber ; 

 living dependent father of the deceased subscriber. 

o After the coverage of all such members, the purchase price shall be returned 

to the surviving children of the subscriber and in absence of children legal 

heirs of the subscribers as applicable; 

 Where the subscriber desires to defer the withdrawal of lump sum amount or, the 

purchase of annuity, the subscriber shall be allowed to do so, provided the 

subscriber agrees to bear the maintenance charges of the Permanent Retirement 

Account, including the charges payable to the central recordkeeping agency, pension 

fund, Trustee Bank or any other intermediary, as may be applicable from time to 

time; 

 Where the accumulated pension wealth in the Permanent Retirement Account of 

the subscriber is equal to or less than a sum of two lakh rupees, or a limit as 

specified by PFRDA, basing on the instructions issued by the appropriate regulator 

on the minimum value of annuities to be made available by the life insurers, the 

subscriber shall have the option to withdraw the entire accumulated pension wealth 

without purchasing annuity and upon such exercise of this option, the right of such 

subscriber to receive any pension or other amount under the National Pension 

System or from the government shall extinguish; 

 Where the subscriber who, before attaining the age of superannuation prescribed by the 

service rules applicable to him or her, voluntarily retires or exits, then at least eighty per 
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cent out of the accumulated pension wealth of the subscriber shall mandatorily be utilized 

for purchase of annuity and the balance of the accumulated pension wealth, after such 

utilization, shall be paid to the subscriber in lump sum or he shall have a choice to collect 

such remaining pension in accordance with the other options specified by PFRDA 

from time to time in the interest of the subscribers.. Provided that such annuity 

contract shall provide for annuity for life of the subscriber and his or her spouse (if any) with 

provision for return of purchase price of the annuity and upon the demise of such subscriber 

the annuity be re-issued to the family members in the order specified hereunder at a 

premium rate prevalent at the time of purchase of the annuity, utilizing the purchase price 

required to be returned under the annuity contract (until all the members given below are 

covered) :-  

(i) living dependent mother of the deceased subscriber ; 

(ii) living dependent father of the deceased subscriber. 

              After the coverage of all such members, the purchase price shall be returned to the surviving 

children of the subscriber and in the case of absence of children, to the other legal heirs of 

the subscriber, as may be applicable. In the absence of or non-availability of such a default 

annuity for any reason the  subscriber shall be required to exercise the option for purchase 

of such annuity of his choice within the  annuity types or contracts made available by the 

annuity service providers empanelled by the Authority. Further, a subscriber who wishes to 

opt out of the option mentioned above and wishes to choose the annuity contract of his 

choice from the available annuity types or contracts with the annuity service providers shall 

be required to specifically opt for such option.  

 

o Provided that if the accumulated pension wealth of the subscriber is more than 

one lakh rupees or a limit to be specified by PFRDA for the purpose but the age 

of the subscriber is less than the minimum age required for purchasing any 

annuity from any of the empanelled annuity service providers as chosen by such 

subscriber, such subscriber shall continue to be subscribed to the National 

Pension System, until he or she attains the age of eligibility for purchase of any 

annuity.  

o Provided further that if the accumulated pension wealth of the subscriber is 

equal to or less than one lakh rupees or a limit to be specified by PFRDA basing 

on the instructions issued by the appropriate regulator on the minimum value of 

annuities to be made available by the life insurers, such subscriber shall have the 

option to withdraw the entire accumulated pension wealth without purchasing 

any annuity and upon such exercise of this option the right of the subscriber to 

receive any pension or other amounts under the National Pension System shall 

extinguish and any such exercise of this option by the subscriber. 

 Where the subscriber who, before attaining the age of superannuation, dies, then at least 

eighty percent out of the accumulated pension wealth of the subscriber shall be mandatorily 

utilized for purchase of annuity and balance pension wealth shall be paid as lump sum or in 

another manner from among the options made available by PFRDA from time to time to the 

nominee or nominees or legal heirs, as the case may be, of such subscriber: Provided that,- 

(i) such annuity contract shall provide for annuity for life of the spouse of the subscriber (if 
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any) with provision for return of purchase price of the annuity and upon the demise of such 

spouse be re-issued to the family members in the order specified hereunder at the premium 

rate prevalent at the time of purchase of the annuity, utilizing the purchase price required to 

be returned under the contract (until all the members given below are covered):-  

o (a). living dependent mother of the deceased subscriber ; 

o  (b) living dependent father of the deceased subscriber . 

 

After the coverage of all such members, the purchase price shall be returned to the surviving 

children of the subscriber and in absence of children, the legal heirs of the subscriber as applicable. 

In the absence of or non-availability of such a default annuity for any reason the  subscriber shall be 

required to exercise the option for purchase of such annuity of his choice within the then  annuity 

types or contracts made available by the annuity service providers empanelled by the PFRDA. 

Provided further that if the accumulated pension wealth in the permanent retirement account of the 

subscriber at the time of his death is equal to or less than two lakh rupees or a limit to be specified 

by PFRDA, basing on the instructions issued by the appropriate regulator on the minimum value of 

annuities to be made available by the life insurers. the nominee or legal heirs as the case may be, 

shall have the option to withdraw the entire accumulated pension wealth without requiring to 

purchase any annuity and upon such exercise of this option the right of the family members to 

receive any pension or other amounts under the National Pension System shall extinguish. 

 

 

Exit from National Pension System by citizens, including corporate sector subscribers 

 Where a subscriber attains the age of sixty years or superannuates in accordance 

with the service rules applicable to such subscriber, at least forty percent out of the 

accumulated pension wealth of such subscriber shall be mandatorily utilized for 

purchase of annuity providing for a monthly or any other periodical pension and the 

balance of the accumulated pension wealth, after such utilization, shall be paid to 

the subscriber in lump sum. In case, the accumulated pension wealth of the 

subscriber is equal to or less than a sum of two lakh rupees, the subscriber shall have 

the option to withdraw the entire accumulated pension wealth without purchasing 

any annuity: 

o The subscriber can continue to subscribe to the National Pension System 

beyond the age of sixty years or the age of superannuation, so specified, by 

intimating in writing, the age, not exceeding seventy years, until which he 

would like to contribute to his individual pension account. Such option shall 

be exercised atleast 15 days prior to attaining the age of sixty years or age of 

superannuation, as the case may be, to the central recordkeeping agency or 

the National Pension System Trust or any other intermediary or entity 

authorised by PFRDA for the purpose. Upon exercise of the option, the other 

options of deferment of benefits shall not be available to such a subscriber. 

Notwithstanding exercise of such option, the subscriber may exit at any point 

of time from the NPS by submitting a request to NPS Trust or any 

intermediary or entity authorised by PFRDA for the purpose. 
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o The subscriber shall have the option to defer the withdrawal of lump sum 

amount until he or she attains the age of seventy years, provided the 

subscriber intimates his or her intention to do so in writing in the specified 

form at least fifteen days before the attainment of age of sixty years or, the 

age of superannuation. 

o the subscriber shall have the option to defer the purchase of annuity for a 

maximum period of three years, from the date of attainment of sixty years of 

age or the age of superannuation, as the case may be, provided the 

subscriber intimates his or her intention to do so in writing in the specified 

form at least fifteen days before the attainment of age of sixty years or the 

age of superannuation. 

o the subscriber shall be allowed to continue to subscribe, defer the 

withdrawal of lump sum amount or the purchase of annuity, as the case may 

be, provided the subscriber agrees to bear the maintenance charges of the 

Permanent Retirement Account, including the charges payable to the central 

recordkeeping agency, pension fund, Trustee Bank or any other intermediary, 

as may be applicable from time to time; 

 Where the subscriber who, before attaining the age of sixty years or the age of 

superannuation as prescribed by service rules, voluntarily opts to exit from the 

national pension system, the option so exercised shall be allowed only upon such 

subscriber having subscribed to the national pension system for at least a minimum 

period of ten years. In case of such subscriber, at least eighty percent out of the 

accumulated pension wealth shall be mandatorily utilized for purchase of annuity 

and the balance of the accumulated pension wealth, after such utilization, shall be 

paid to the subscriber in lump sum: 

o Provided that if the accumulated pension wealth of the subscriber is more 

than one lakh rupees but the age of the subscriber is less than the minimum 

age required for purchasing any annuity from any of the empanelled annuity 

service providers as chosen by such subscriber, such subscriber shall continue 

to subscribe to the National Pension System, until he or she attains the age of 

eligibility for purchase of any annuity: 

o  

o Provided further that if the accumulated pension wealth in the individual 

pension account of the subscriber is equal to or less than one lakh rupees, or 

a limit to be specified by PFRDA, basing on the instructions issued by the 

appropriate regulator on the minimum value of annuities to be made available by 

the life insurers such subscriber shall have the option to withdraw the entire 

accumulated pension wealth without requiring to purchase any annuity. 

 Where the subscriber dies before reaching the age of superannuation then the 

entire accumulated pension wealth of the subscriber shall be paid to the nominee or 

nominees or legal heirs, as the case may be, of such subscriber: 
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o the nominee or family members of the deceased subscriber shall have the 

option to purchase any of the annuities being offered upon exit, if they so 

desire, while applying for withdrawal of benefits on account of deceased 

subscribers’ Permanent Retirement Account; 

o  

o In case, the nomination is not registered by the deceased subscriber before 

his death, the accumulated pension wealth shall be paid to the family 

members on the basis of the legal heir certificate issued by the competent 

authorities of the State concerned or the succession certificate issue by a 

court of competent jurisdiction.. 

 Exit from National Pension System by subscribers joining the pension system 

on or after attaining the age of sixty years (but before attaining sixty five years 

of age):  

o In case of a subscriber, joining National Pension System under all 

citizens model or in corporate model, on or after attaining the 

age of sixty years, (but before attaining sixty five years of age) 

and after having subscribed to such pension system for atleast a 

period of three years, from the date of such joining, on exit, at 

least forty percent out of the accumulated pension wealth of 

such subscriber shall be mandatorily utilized for purchase of 

annuity providing for a monthly or any other periodical pension 

and the balance of the accumulated pension wealth, after such 

utilization, shall be paid to the subscriber in lump sum. In case, 

the accumulated pension wealth of the subscriber is equal to or 

less than a sum of two lakh rupees or a limit to be specified by 

the Authority, basing on the instructions issued by the appropriate 

regulator on the minimum value of annuities to be made available by 

the life insurers the subscriber shall have the option to withdraw 

the entire accumulated pension wealth without there being any 

requirement of purchasing an annuity. 

o where a subscriber who, before completion of three years in such 

pension system, voluntarily opts to exit from the National Pension 

System, at least eighty percent out of the accumulated pension wealth 

shall be mandatorily utilized for purchase of annuity and the balance 

of the accumulated pension wealth, after such utilization, shall be paid 

to the subscriber in lump sum. Provided further that if the 

accumulated pension wealth in the individual pension account of the 

subscriber is equal to or less than a sum of Rupees one lakh , or a limit 

to be specified by PFRDA, basing on the instructions issued by the 

appropriate regulator on the minimum value of annuities to be made 

available by the life insurers such subscriber shall have the option to 
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withdraw the entire accumulated pension wealth without there being 

any requirement of purchase of an annuity.  

o where a subscriber dies, while being subscribed to National Pension 

System, the entire accumulated pension wealth of the subscriber shall 

be paid to the nominee or nominees or legal heirs, as the case may be, 

of such subscriber. 

Exit from National Pension System by NPS-Lite and Swavalamban subscribers 

 

 Upon a subscriber, attaining the age of sixty years, at least forty percent of the 

accumulated pension wealth of such subscriber shall be mandatorily utilized for 

purchase of annuity providing for a monthly or any other periodical pension and the 

balance of the accumulated pension wealth, after such utilization, shall be paid to 

the subscriber in lump sum. Provided that: 

o for a Swavalamban subscriber the annuity purchased by utilizing the 

mandatory minimum of forty percent of the accumulated pension wealth of 

the subscriber shall yield at least a monthly annuity or pension of one 

thousand rupees, failing which the entire accumulated pension wealth shall 

be annuitised in such a manner so as to yield at least a monthly annuity or 

pension of one thousand rupees and balance if any thereafter shall be paid in 

lump sum to the subscriber. However there shall be no implicit or explicit 

guarantee that the annuity purchased even with entire accumulated pension 

wealth would yield a monthly annuity or pension of one thousand rupees; 

o if the accumulated pension wealth of the subscriber is equal to or less than a 

sum of one lakh rupees, such subscriber shall have the option to withdraw 

the entire accumulated pension wealth without purchasing any annuity. 

 

 At any time, before attaining the age of sixty years, the subscriber may exit the NPS. 

This is subject however to the requirement that at least eighty percent out of the 

accumulated pension wealth shall be mandatorily utilized for purchase of annuity 

and the balance of the accumulated pension wealth, after such utilization shall be 

paid to the subscriber in lump sum: 

o for a Swavalamban subscriber the annuity purchased by utilizing the 

mandatory minimum of eighty percent out of the accumulated pension 

wealth ought to yield at least a monthly annuity or pension of one thousand 

rupees per month, failing which the entire accumulated pension wealth shall 

be annuitised in such a manner so as to yield at least a monthly annuity or 

pension of one thousand rupees and balance if anythere after shall be paid as 

lump sum to the subscriber. However there shall be no implicit or explicit 

guarantee that the annuity purchased even with entire accumulated pension 

wealth would yield a monthly annuity or pension of one thousand rupees: 
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o Where the accumulated pension wealth does not exceed one lakh rupees or 

a limit to be specified by PFRDA basing on the instructions issued by the 

appropriate regulator on the minimum value of annuities to be made available by 

the life insurers, the whole of the pension wealth upto the limit so specified 

shall be paid to the subscribers, who have not availed any Swavalamban co-

contribution, without any requirement of annuitisation and further this 

provision shall be applicable to a subscriber who has availed a Swavalamban 

co-contribution only if such subscriber has continued in the scheme for a 

minimum period of twenty-five years; 

o The migration of Swavalamban subscriber or subscribers to any other 

pension scheme of Government of India and as approved by PFRDA shall not 

be deemed as an exit and withdrawal for the purposes of these regulations. 

 Where a subscriber who, before attaining the age of sixty years, dies, the entire 

accumulated pension wealth of the subscriber shall be paid to the nominee, or the 

legal heir of such subscriber and there shall not beany condition of mandatory 

purchase of annuity and provision of a monthly or periodical pension and there shall 

not be any requirement of the annuitisation of the accumulated pension wealth of 

such deceased subscriber. The nominee or family members of the deceased 

subscriber shall have the option to purchase any of the annuities being offered upon 

exit, if they so desire.  

o Where a nomination is not registered by the subscriber before his death, the 

accumulated pension wealth of such subscriber shall be paid to the family 

members on the basis of the legal heir certificate. 

 

 

 

Conditions to apply for exit and withdrawal 

A subscriber registered under the National Pension System shall not exit therefrom, and no 

withdrawal from the accumulated pension wealth in the Tier-1 of the Permanent 

Retirement Account of such subscriber shall be permitted, except as specified hereunder, 

namely:- 

 No pension or accumulated pension wealth in Tier-I account of the Permanent 

Retirement Account of the subscriber under the National Pension System on account 

of past or present services, shall be liable to seizure, attachment or sequestration by 

process of any court at the instance of a creditor, for any demand against the 

subscriber, or in the satisfaction of a decree or order of any such Court except where 

the National Pension System Trust or its authorised representative has accorded 

prior sanction for assignment of the pension wealth accumulated in the pension 

account of the subscriber, which shall be restricted to such limit as prescribed.  

 Any assignment, pledge, contract, order, sale or security of any kind made by any 

subscriber of the National Pension System, with respect to any benefit receivable by 
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him or her under the National Pension System, or in respect of any money payable at 

or on account of any such benefit to such subscriber under the National Pension 

System, or for giving or assigning any future interest therein shall be null and void 

except where the National Pension System Trust or its authorized representative has 

accorded prior permission for such assignment of the pension wealth accumulated in 

the pension account of the subscriber and which shall be restricted to such limit as 

prescribed. 

 The President of India or the Governor of a State, as the case may be, if so provided 

in the service rules, governing the employment of the subscriber, reserves the right 

of withholding the part of pension wealth, accumulated through co-contributions 

made by the Central Government or the State Government, as employer to the Tier-I 

account of the National Pension System account of the subscriber and the 

investment income accruing thereon, for the purpose of recovery of the whole or 

part of any pecuniary loss caused to the Central Government or the State 

Government, provided such loss is established, in any departmental or judicial 

proceedings, initiated against such subscriber by the employer concerned. Such right 

of withholding shall have to be exercised prior to the date of superannuation of the 

subscriber, pursuant to a notice to be given to the National Pension System Trust. 

o the pension wealth which are payable under the National Pension System 

shall not be paid to such subscriber until the conclusion of the departmental 

or judicial proceedings, as the case may be and subject to the final orders, 

passed in such proceedings; 

o the amount withheld shall remain subscribed to the scheme in the mode and 

manner in which it was held prior to resorting to such action by the 

concerned Government and the final settlement of the withheld amount 

shall be made by the National Pension System Trust normally within ninety 

days of the receipt of an appropriate order from the concerned Government; 

o the amount withheld becomes payable to the subscriber on the final 

settlement, as certified by the concerned Government department which has 

sought withholding of such benefits, and shall be paid to the subscriber as 

soon as possible and in no case beyond ninety days of receipt of the final 

order by the National Pension System Trust or any other entity or person, 

authorized for the purpose by the Authority.  

 If the subscriber or the family members of the deceased subscriber, upon his death, 

avails the option of additional relief on death or disability provided by the 

Government or employer, the Government or employer shall have right to adjustor 

seek transfer of the entire accumulated pension wealth of the subscriber to itself. 

The subscriber or family members of the subscriber availing such benefit shall 

specifically and unconditionally agree and undertake to transfer the entire 

accumulated pension wealth to the Government or employer, in lieu of enjoying or 

obtaining such additional reliefs like family pension or disability pension or any other 



251 
 

pensionary benefit from such Government or employer. With the release of such family 

pension to the eligible family members of the deceased subscriber, the right to claim any 

benefits under the National Pension System, by any person shall extinguish thereupon 

including the rights of the nominee as recorded for the purpose of receiving benefits under 

National Pension System 

  

 Upon exit of a subscriber from Tier-I of the National Pension System, the Tier-II account of 

the subscriber shall also be simultaneously closed and amounts under the said account shall 

be paid to the subscriber or his nominees or legal heirs as the case may be. 

 

 

With effect from April 1, 2016, it has been decided that withdrawal process should only be 

done online. This has been done to simplify and streamline the processing of exit and 

withdrawal claims. For the same CRA has developed an ‘Online Withdrawal’ module to 

process ‘Withdrawal Request’ for subscribers exiting NPS on the online platform made 

available by CRA. 

 

Partial Withdrawals, Purpose, Frequency and Limits 

 

The following withdrawal shall be made: 

 A partial withdrawal of accumulated pension wealth of the subscriber, not 

exceeding twenty-five per cent of the contributions made by the subscriber and 

excluding the contributions made by the employer may be made by the 

subscriber at any time before exit from National Pension System subject to the 

terms and conditions, purpose, frequency and limits specified below: 

o Purpose: A subscriber on the date of submission of the withdrawal form, 

shall be permitted to withdraw not exceeding twenty-five percent of the 

contributions made by such subscriber to his individual pension account, 

for any of the following purposes only:- 

 for Higher education of his or her children including a legally 

adopted child 

 for the marriage of his or her children, including a legally adopted 

child; 

 for the purchase or construction of a residential house or flat in 

his or her own name or in a joint name with his or her legally 

wedded spouse.  

o In case, the subscriber already owns either individually or in the joint 

name a residential house or flat, other than ancestral property, no 

withdrawal under these regulations shall be permitted 

 for treatment of specified illnesses: if the subscriber, his legally 

wedded spouse, children, including a legally adopted child or 
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dependent parents suffer from any specified illness, which shall 

comprise of hospitalization and treatment in respect of the 

following diseases: 

- Cancer 

- Kidney Failure (End Stage Renal Failure) 

- Primary Pulmonary Arterial Hypertension 

- Multiple Sclerosis 

- Major Organ Transplant 

- Coronary Artery Bypass Graft 

- Aorta Graft Surgery 

- Heart Valve Surgery 

- Stroke 

- Myocardial Infarction 

- Coma 

- Total blindness 

- Paralysis 

- Accident of serious/ life threatening nature 

- any other critical illness of a life threatening nature  

o Limits: the permitted withdrawal shall be allowed only if the following eligibility 

criteria and limit for availing the benefit are complied with by the subscriber:- 

 the subscriber shall have been in the National Pension System at 

least for a period of last three years from the date of his or her 

joining; 

 the subscriber shall be permitted to withdraw accumulations not 

exceeding twenty-five per cent of the contributions made by him 

or her and standing to his or her credit in his or her individual 

pension account, a son the date of application for withdrawal; 

Frequency:  

The subscriber shall be allowed to withdraw only a maximum of three times during the 

entire tenure of subscription under the National Pension System. The request for 

withdrawal shall be submitted by the subscriber, along with relevant documents to the 

central recordkeeping agency or the National Pension System Trust, as may be specified, for 

processing of such withdrawal claim through their nodal office. Provided that where a 

subscriber is suffering from any illness, the request for withdrawal may be submitted, 

through any family member of such subscriber.  

 

A subscriber having a valid and active Tier-II account of the Permanent Retirement Account 

can withdraw the accumulated wealth either in full or part, at any time by applying for such 

withdrawal, on such application form and in such mode and manner, as may be specified by 

PFRDA in this behalf. There shall be no limit on such withdrawals till the account has 

sufficient amount of accumulated pension wealth to take care of the applicable charges and 
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the withdrawal amount. Provided that the Tier-II account shall stand automatically closed at 

the time of exit of the subscriber from the National Pension System, even if an application so 

specified for the purpose has not been received from the subscriber, and the accumulated wealth in 

such account shall be transferred to the bank account provided by the subscriber, while submitting 

his application for exit from the National Pension System. 

 

Annuity Purchase and Annuity Service Providers 

 The subscriber, at the time of exit, shall mandatorily purchase an annuity providing 

for a monthly or periodical annuity or pension as specified in these regulations, 

excepting those cases where exempted or provided otherwise and to the extent so 

exempted. Such annuity shall be purchased from an annuity service provider who is 

empanelled by PFRDA. 

 The exercise of option of the annuity and the type thereof shall be made by the 

subscriber at the time of exit from the National Pension System.  

 Once an annuity is purchased, the option of cancellation and reinvestment with 

another annuity service provider or in another annuity scheme shall not be allowed 

unless the same is within the time limit specified by the annuity service provider, for 

the free look period as provided in the terms of the annuity contract or as specifically 

provided by the Insurance Regulatory and Development Authority of India. 

 The subscriber shall have an option to choose from various types of annuities, 

provided by the annuity service provider and the annuity so chosen shall be provided 

by the empanelled annuity service provider. 

 There shall be a default annuity service provider and a default annuity scheme for 

the benefit of subscribers exiting from the National Pension System. The information 

on the default annuity service provider and default annuity scheme applicable shall 

be such as may be specified by the Authority and placed on its website, apart from 

communicating to the subscriber through circulars, guidelines or notification issued 

by it. Such default annuity scheme shall not be available or applicable in the case of 

Government subscribers.  

Eligibility Criteria for Annuity Service Providers 

 

The following shall be the eligibility criteria for any applicant to act as an empanelled 

annuity service provider:- 

 any life insurance company registered and regulated by the Insurance Regulatory 

and Development Authority and dealing with annuity products in the domestic 

market for the last three years.  

 the applicant having a minimum net worth of Rs. 250 crores. 

 the applicant shall have competency in design, development and offering of annuity 

products, which is demonstrable by the details of the annuity products filed with the 

IRDAI. 

 not barred from dealing with or selling annuity products in the market by the IRDAI. 
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 any other criteria as may be specified by the Authority from time to time through 

resolutions, notifications, circulars, guidelines, norms or memoranda. 

 

Duties and responsibilities of empanelled annuity service providers 

 

The main functions of an empanelled annuity service provider are: 

 To provide different kinds of immediate annuities to the subscribers at the time of 

exit from the National Pension System; 

 To provide minimum immediate annuity variants options as required by the 

Authority and to be able to provide any new variant as required by the Authority 

from time to time in the interest of subscribers; 

 To provide monthly or any other periodical annuity payment to the subscriber for 

the annuity contract purchased by the subscriber under the National Pension 

System; 

 The annuity service provider shall be responsible for handling the grievances and 

issues related to or arising out of the entering into the annuity contract with the 

subscribers under the National Pension System; 

 Provide information about the products to potential subscribers; 

 To make available the necessary infrastructure required for receipt and acceptance 

of applications with the specified premiums and issuance of annuity contracts in line 

with the approvals granted by the Insurance Regulatory and Development Authority 

of India; 

 Facilitate or provide infrastructure required for online purchase of annuity products 

by the subscribers through the central record keeping agency; 

 Issuance of the annuity contract as per the choice of the subscriber provided in the 

annuity application; 

 The annuity service provider shall be responsible for delivering the monthly, 

quarterly or annual pension or annuity as chosen by the subscriber. However, in case 

of government sector subscribers, the annuity payable shall be on monthly basis 

only; 

 The annuity service provider shall provide the information on annuity purchases 

made by the subscribers under the National Pension System to the National Pension 

System Trust and the central recordkeeping agency; 

 The handling of subscriber requests such as receiving, processing and effecting 

requests from the subscribers for change in address, nomination or any other 

activity in connection with the annuity contract entered into by the annuity service 

provider; 

 The annuity service provider shall be responsible for receiving from, and resolving 

the, grievances of subscribers; 

 Any complaint from a subscriber relating to the services provided shall be dealt by 

the annuity service provider and settled; 
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 There shall not be any additional fees or charges other than the premium as 

approved by the Insurance Regulatory and Development Authority for the product 

but excluding any taxes imposed by the Government; 

 Code of conduct -The empanelled annuity service provider shall at all times observe 

the code of conduct for insurers or any other similar rules, guidelines or regulations 

specified by the IRDAI; 

 

Nomination 

 

A subscriber, at the time of joining the National Pension System is required to make a 

nomination, in the specified form, conferring on one or more persons the right to receive 

the amount that may stand to his or her credit in the accumulated wealth or fund in the 

event of his or her death, before that amount becomes payable or having become payable 

has not been paid.  

(a) If the nominee predeceases the subscriber, the nomination shall so far as it relates to 

the right conferred upon the said nominee, become void and of no effect.  

(b) The amounts due will pass on to other nominees, if any. 

(c) A subscriber may in his nomination distribute the amount that may stand to his credit in 

the fund amongst his nominees at his own discretion.  

(d) If a subscriber has a family at the time of making a nomination, the nomination shall be 

in favour of one or more persons belonging to his family. Any nomination made by such 

subscriber in favour of a person not belonging to his family shall be invalid.  

(e) A fresh nomination shall be made by the subscriber on his marriage and any nomination 

made before such marriage shall be deemed to be invalid.  

(f) If at the time of making a nomination the subscriber has no family, the nomination may 

be in favour of any person or persons but if the subscriber subsequently acquires a 

family, such nomination shall forthwith be deemed to be invalid and the subscriber shall 

make a fresh nomination in favour of one or more persons belonging to his family.  

(g) Where the nomination is wholly or partly in favour of a minor, the subscriber may, for 

the purposes of this Scheme, appoint a major person of his family, to be the guardian of 

the minor nominee in the event of the subscriber predeceasing the nominee and the 

guardian so appointed; where there is no major person in the family, the subscriber 

may, at his discretion, appoint any other person to be a guardian of the minor nominee.  

(h) A nomination made under the National Pension System may at any time be modified by 

a subscriber after giving a written notice of his intention of doing so in the form 

specified. A nomination or its modification so made shall take effect to the extent that it 

is valid on the date on which it is received by the intermediary under the National 

Pension System.  

(i) If a subscriber proves that his spouse has ceased, under the personal law governing him 

or her, or the customary law of the community to which the spouses belong, to be 

entitled to maintenance he or she shall no longer be deemed to be a part of the 
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subscriber’s family for the purpose of this Scheme, unless the subscriber subsequently 

intimates by express notice in writing to the designated intermediary for the purpose 

that he or she shall continue to be so regarded.  

(j) If a subscriber by notice in writing to the designated intermediary for the purpose 

expresses her desire to exclude her husband from the family, the husband and his 

dependent parents shall no longer be deemed to be a part of the subscriber’s family for 

the purpose of this Scheme, unless the subscriber subsequently cancels in writing any 

such notice. 

(k) where no valid nomination exists in accordance with these regulations, at the time of 

exit of such subscriber on account of death, the nomination, if any existing in the 

records of such subscriber with his or her employer for the purpose of receiving other 

admissible terminal benefits shall be treated as nomination exercised for the purposes 

of receiving benefits under the National Pension System. The employer shall send a 

confirmation of such nomination in its records, to the National Pension System Trust or 

the central recordkeeping agency, while forwarding the claim for processing. 
 

9.5 Ethics beyond Regulations 

The regulatory framework prescribes the code of conduct that should guide various 

intermediaries engaged in providing advice for retirement planning. But beyond the 

prescriptions of the regulations it is important to imbibe ethics that will guide their 

behaviour in dealing with their clients. Some of the behaviours that they need to exhibit are 

as given below: 

Integrity: The advice and services provided by the adviser should always be in the best 

interests of the client. It is not enough that it should be so but the client should also be able 

to see it as such. This helps build confidence in the client that their affairs are in good hands. 

The adviser should always focus on what is advantageous to the client irrespective of 

whether their actions are to their own personal gain or detriment. They should make full 

disclosure to the clients of the compensation that they are likely to receive as the result of 

their relationship with the client, and of all other areas which may result in a conflict of 

interest. 

Objectivity: The advisor should be able to evaluate all options available with a focus on the 

client’s requirements, irrespective of whether the advice will be liked or popular with the 

client. They should be able to place a logical argument before the client to convince them of 

the soundness and unbiased nature of their advice. 

Competence: It is important for the advisers to maintain a high level of knowledge and skill 

in all the areas in which they provide advice and assistance. Investing time and resources in 

keeping themselves updated on the latest developments in their area of expertise, and 

applying it to provide the best advice for their clients should be a priority.  
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Professionalism: The advisor should see the work they do as their profession, and bring in 

the qualities of punctuality, adherence to time schedules and tasks committed to the client, 

deal with the clients in a respectful manner and ensure that all regulatory norms are taken 

care of in their activities.  

Confidentiality: The advisor should maintain the confidentiality of their relationship with 

their clients. All the information provided by the client should be used only for matters 

relating to their needs. Proper care should be taken to keep the documents and other 

information received from the client secure. 

Diligence: Due diligence should be exercised before any recommendation is made to a 

client. This should include a complete understanding of the risk and return features of a 

product and their suitability to the needs of the client, examine the costs and fees 

associated to make sure they are not excessive and make sure the clients are fully aware 

and understand the consequences of the decisions that are made. 

9.6 Subscriber Grievance Redressal Mechanism 

The PFRDA (Redressal of Subscriber Grievance) Regulations, 2015 provides for a mechanism 

for the NPS to deal with the grievances of its subscribers. 

According to the regulations all intermediaries in the NPS shall have a senior management 

level officer designated as grievance redressal officer. Each branch or office shall also have 

an officer so designated. Each intermediary shall have a clearly laid out grievance policy and 

procedure to receive, register, acknowledge and handle any grievance raised by a 

subscriber. The policies laid down should meet with the standards laid down by the PFRDA. 

The turnaround times specified for grievance redressal are: 

 An acknowledgement will be sent to the complainant within 3 days of receiving the 

complaint. 

 If the complaint does not pertain to the intermediary to whom it was sent, then it 

shall be forwarded to the appropriate entity within 3 days and the complainant shall 

be kept informed of the same. 

 Every grievance shall be disposed within 30 days from receipt and the complainant 

shall be informed of the resolution in detail. 

 The options to pursue the complaint available to the subscriber should be intimated 

to the subscriber while informing them of the disposal of the case. 

 The complainant can escalate the matter to the NPS Trust if dissatisfied with the way 

the complaint was redressed. 

 If the complaint forwarded to the NPS trust remains unresolved satisfactorily after 

thirty days, the subscriber can approach the ombudsman. 

 If the matter is not resolved in a mutually acceptable manner within 30 days, the 

ombudsman shall pass an award not later than 90 days from the day on which the 

appeal was filed with the ombudsman. 
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The grievance redressal policy should be displayed in the office of the intermediary and 

should be made available to the subscriber in their first interaction with the officials of the 

intermediary. 

 

Grievance Redressal by the CRA 

 

Investors can register a grievance through physically, or on phone through the call centre, or 

online. The PRAN, T-PIN and I-PIN issued at the time of registering the subscriber are 

required to identify the subscriber in the NPS System. 

 

Call Centre: A complaint can be registered by calling the toll-free number 1800222080. The 

T-PIN is used to identify the subscriber. 

 

Online: The grievance can be raised online on the Central Grievance Management System 

(CGMS) on the website www.cra-nsdl.co.in. TheI-PIN issued is used to identify the 

subscriber. 

 

An email to info.cra@nsdl.co.in from a registered email id is another way to register a 

grievance. A grievance can also be raised by an intermediary, such as a POP, on the CGMS 

on behalf of the subscriber. 

 

Grievance Redressal by an NPS Intermediary 

 

The NPS Trust has laid down the guidelines to be followed by all intermediaries in the NPS 

system while framing the Investor Grievance Redressal Policy. This should include the 

systems and procedure for receiving, registering and resolving grievances within defined 

timelines. 

The intermediary should have a two-tier organisational structure to handle subscriber 

grievances- a designated senior management executive at the head office, and each branch 

to have an officer to handle grievances. The policy should cover the following activities: 

 The right of the subscriber to seek redressal for deficiency in service offered by the 

intermediary; 

 The details of the physical and online mode in which the grievance can be registered; 

 The turnaround times for addressing the grievance, in line with the service level 

agreements with the NPS Trust; 

 Generate a unique grievance number through the CGMS hosted by the CRA; 

 Send an acknowledgement of receiving the grievance to the subscriber within 3 days 

and update this on the CGMS; 

o The acknowledgment should contain  

 the date of receipt of grievance,  

 unique token number,  
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 the expected date of resolution,  

 details of the grievance officer handling said grievance, details of contact 

and address if the grievance has to be escalated to the next level in the 

organisation itself, NPS Trust and then Ombudsman, 

  method to track the progress of the grievance using the token number 

issued. 

o If the grievance is resolved within 3 days, then the details of the resolution 

 If the grievance does not pertain to the said intermediary, forward the grievance tothe 

concerned intermediary it pertains to within 3 working days under intimation to the 

subscriber; 

 All Grievance to be resolved within 30 days of receipt; 

 System to track grievance not resolved for more than 2 weeks of sending the 

acknowledgement and method to escalate it to the next level; 

 Manner of intimating subscriber of resolution of grievance including details of the officer 

in charge of the grievance and the escalation available to the subscriber in case they are 

dissatisfied with the resolution; 

 The CGMS is updated within 1 working day of intimating the subscriber; 

 The records of grievances received and resolved should be maintained and  details 

provided to the NPS Trust and PFRDA; 

 

Grievance Redressal by the NPS Trust 

 

The NPS Trust has laid down the procedure for registering a complaint against the Trust for 

services provided by it under the NPS. 

The grievance can be raised by: 

(a) Email to nps.trust@pfrda.org.in 

(b) Letters addressed to the Grievance Redressal Officer, NPS Trust 

(c) Registering the complaint on the CGMS provided by the CRA using the IPIN issued to the 

subscriber 

The complaint letter/email should contain the PRAN/ Application number/ other relevant 

reference number, Complainant’s name, address and contact details and copies of 

supporting documents, wherever applicable. Grievances received by email or letters are also 

registered on the CGMS and a unique token number issued to the subscriber for future 

reference. An acknowledgement is sent to the subscriber, acknowledging the receipt of the 

grievance within 3 days and is updated on the CGMS. 

 The acknowledgment should contain  

o the date of receipt of grievance,  

o unique token number,  

o the expected date of resolution,  

mailto:nps.trust@pfrda.org.in
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o details of the grievance officer handling said grievance, details of contact and 

address if the grievance has to be escalated to the next level in the organisation 

itself and then Ombudsman, 

o  method to track the progress of the grievance using the token number issued. 

 If the grievance is resolved within 3 days, then the details of the resolution shall also be 

communicated along with the acknowledgement. 

 

If the grievance does not pertain to the Trust, then it shall forward the grievance to the 

concerned intermediary(s) within 3 working days under intimation to the subscriber. All 

Grievance should be resolved within 30 days of receipt. 

 

There will be a system to track grievances not resolved for more than 2 weeks of sending 

the acknowledgement and the same will be escalated to the Chief Grievance Redressal 

Officer of the NPS. 

The subscriber/complainant shall be intimated on resolution of grievance/complaint. The 

intimation of resolution shall contain the Date of receipt of complaint/grievance, Unique 

Grievance Number, Name, Designation and Contact details of Officer signing the 

communication, procedure of representing the mater to Ombudsman and PFRDA in case of 

non-satisfactory resolution of grievance, within the time specified in the regulation.  The 

complaint shall be treated as closed if the complainant has not responded within forty-five 

days of the receipt of the written response from NPS Trust.  

Any subscriber whose grievance has not been resolved within thirty days from the date of 

submission of the grievance to the National Pension System Trust, or who is not satisfied 

with the resolution provided by the National pension System Trust shall prefer an appeal to 

the Ombudsman against the concerned intermediary or entity.  

Every grievance shall be disposed within a period of 30 days of its receipt and a final reply 

shall be sent to the complainant, containing details of resolution or rejection of the 

complaint, with reasons thereof recorded in writing. A grievance shall be considered as 

disposed and closed in any of the following instances, namely:  

 when the intermediary or entity regulated by Authority has acceded to the request 

of the complainant fully  

 where the complainant has indicated in writing, its acceptance of the response of 

the intermediary or entity regulated by the Authority;  

 where the complainant has not responded within forty-five days of the receipt of the 

written response of the intermediary or entity regulated by the Authority;  

 where the Grievance Redressal Officer has certified under intimation to the 

subscriber that the intermediary or entity regulated by the Authority has discharged 

its contractual, statutory and regulatory obligations and therefore closes the 

complaint;  
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 where the complainant has not preferred any appeal within forty-five days from the 

date of receipt of resolution or rejection of the grievance communicated by the 

intermediary or entity regulated by the Authority or the National Pension System 

Trust, as the case may be;  

 where the decision of the Ombudsman in appeal has been communicated to such 

complainant:  

The closure shall not be applicable where the Ombudsman or the Authority, as the case 

may be has allowed filing of the appeal/revision, beyond the specified period.  
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Sample Questions 

 

1. Which of the following is a responsibility of a Self Regulatory Organisation (SRO)? 

  

a. Make regulations on specific areas allowed by the regulator 

b. Enforce the regulations made by the regulator of the industry 

c. Encourage best practices amongst members 

d. Create a code of ethics to be followed by its employees  

 

2. Who manages the issuance of Central and State Government securities?   

a. Securities and Exchange Board of India 

b. Ministry of Finance 

c. The central government 

d. The Reserve Bank of India 

 

3. Who is the chief regulator of securities and commodities markets in India?   

a. Pension Fund Regulatory and Development Authority 
b. Securities and Exchange Board of India 
c. Reserve Bank of India 
d. Ministry of Finance 

 
4. The maximum time within which the Ombudsman shall pass an award after an appeal is 

filed with it under the NPS is    
a. 3 weeks 
b. 4 weeks 
c. 90 days 
d. 30 days 
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Annexure 1: Composite Subscriber Registration Form (CSRF1) 
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Annexure 2: Tier II Account Opening Form 
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Annexure 3: NPS Form for NRIs 
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