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Once the fiefdom of select high-networth individuals, portfolio management
schemes are now within the reach of the well-paid salary earners too
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By NARAYAN KRISHNAMURTHY

U earn money in bagfuls, have a hy-
invitation-only eredit card, own exelu-
sive club membership and drive an

exclusive car..basically you have arrived in
every sense of the word. A degree of person-
alisution is the mantra thal motivates you. So,
why not a mutual fund that is just [or you?

{f you don’t have the time or inelination to
manage your investments, con-
sider enlrusling your money {o
a professional portfolio man-
agement service (PMS). For a
fee, portiolio managers offer lo
craft a basket of stocks, bonds
and mutual funds that would fit
your investment goals and risk
appelite. While the concept
remains the sane as in a mutu-
al fund—ceollecting money from
investors, pooling them and
investing the funds—the target
investors are diffcrent. T mutu-
al funds look at collecting small
sums from many people, a PMS
colleels large sums [rom a
smaller number of people. “It's
almost like vour own fund, con-
sidering you get a fund manag-
er who lislens to yvou and the
investment is in instrumenis
that you are eomfortable with,”
says Anup Bagehi, ehiel operat-
ing officer of 1CICIDireet.

Why PMS? Unlike mutyal funds where
maoney is pooled depending on the objective of
the fund scheme, PMS is managed taking the
risk profile of individuals into aceount, giving
room for mid-course correction of investment
plans  that much Says  Gauray
Mashruwala, ccrtified financial planner,

faster

PMS Provider Min Portfolio*

Head af PMS Services, ABN Amro
Asset Management (India)

It's the serv

fund macma
for fine-tuni

mutucl funds

“PMS works better for wealthy individuals.
Although profits have to be shared, there is
dlso the advantage of geiling a lailornade
portiolio.” The only cateh is to ensure Lhat the
PMS is not another mutual fund scheme,
where all investors get the same portfolio.

Moreover, in the case of portiolio manage-
ment the target investors ave high-networih
individuals, while the target
inveslors lor funds
include retail investors al one
end and corporates al the other:
“In case of PMS the invesl-
ments of cach investor is man-
aged separatcly, while the
[unds colleeled under a mutual
lund seheme are pooled and the
returns distributed in the same
proportion as (he investments
made by the investor,” says B
Gopakuma, vice-president and
head, Mnancial planning group,
Kolak Securities.

But the biggest advantage
of & PMS is the personalised
serviee that it offers. For
instance, unlike an equity fund
from a mutual fund, a PMS tai-
lors a portfolio fo an individ-
ual’s needs, Suys Kunj Bansal,
chiel investment officer, PMS,
Religare: “An aggressive inves-
tor may want a fast-moving stock compared
(o o moderately conservative investor, who
may want 1o play it sale with slow moving but
roek-solid blue chips.” As fund holders have
different backgrounds and [inancial goals,
such nuances are better captured in a PMS,

Most portfolio managers aim to generale
long-term returns, wilh an investing style that

muiual

Fixed 3% of le‘!‘f‘.;lliO size; for sums over Rs 50 lakh there's a
variable component on returns as the fixed charge reduces

ABN Amro 25
ASK Raymond 10
HSBC 50
Kotak Securities 5
Religare 10
* Rs Lakh

Fixed |-2%, variable based on portfolio size, performance
1. 75% upfront, additional 0.5% in first year and a 2.25%
charge on daily average AUM from second year

Fixed |-2%, variable based on performance

Fixed 2% variable based on performance

PMS list is indicative

Picking
PMS

»Deal only with
Sebi-registered
portfolio managers
»Choose managers
with a good track
record and who
understand your
preferences

wlnsist on a writ-
ten agreement—it
must safeguard
your shares and
funds from fraud

»Opt for a vari-
able fee structure
as it pushes the
portfolio manager
to perform better

50
plus

IS THE NUMBER OF
SEBI-REGISTERED PHS
PROVIDERS IN THE
COUNTRY AT PRESENT
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build a corpus

your individual risk

your money

not work well for you

8,000

crore

IS THE RUPEE VALUE
OF PHS' ASSETS
UNDER
MANAGEMENT

»hsset allocation may not match

»You get to know only after a
month what the fund manager did to ager, you can influence buying deci-

»Though the focus is o build long-
term value, cash-flow pressures may

»There are sector and allocations
that a fund manager has to follow

Mutual Funds Vs PMS

»Pools in small sums from many to  »Pools large sums from a small

group to build the corpus

»hsset allocation matches your risk
appetite

»(lose proximity to the fund man-

sions.

The focus s to preserve yalue and
long-term investing

»Manager can also use liberal dose
of cash or derivative instruments to
pep up your returns

is close to the investor's risk appetite (see pg
78 takewoe whal keind of investor gou are).
Invariably, the approach of the fund manager
i= Lo build wealth without being pressured on
cash withdrawals thal mutul
funds commonly [ace—pres-
sures of redemption.

Their product offerings are
diverse ton. For instance,
besides the standard PMS plan,
service providers offer deriva-
tive plans thal enable specula-
tion using options and hutures,
an arbitrage plan useful for
hedging, and more. “One can
bring in an existing portlolio
too, which onc ecan then be
udopted with the fund manager
to suit the client’s philosophy
and worked on,” adds Bagchi.
ICICIDireet, as an institution,
offers third party scrvices of
locating and matching a PMS
provider for interested clients.

PMSes have to be regis-
tered with Schi to operate and
the licence has to be renewed
onee every three years [or u lee
of Rs 1 lakh. Hence PMS' need
to follow practices that are slringent—malk-
ing them safle investing instruments. In oper-
ation these are similar (o actively managed
funds. They have a strong rescarch sel-up.
Says Sameer Narayan, head of PMS Services,
ABN Amro Assel Management (India), “As
the PMS contributlion goes up, s0 does the fre-

YP and he

group, Kot

quency of interaction with the clienl, The
portlolio of those who have invested a couple
of croves are discussed almosi every week.”

And for all the personal attention they
give, the PMS management fee compares well
with that of funds. Says Sai Tampi, head,
PMS, HSBC Assel Management (India), “We
give sound investiment advice we'd like our
clients 1o profit rom and charge accordingly
for it." HSBC is probably the only PMS
provider to have a eapital guaraniee scheme
for the not-so-brave-hearted PMS investors.

Most PMScs offer a choice belween a
fixed fee strueture (Qat fee on portlolio value)
and & profit-sharing structure (lower flat fee
plus share of guins). Of the many PMS
providers we contacted, the annual flat fee
was 2-2.5%, which is what equity funds typi-
cally churge. Then what is the differcnce?
“Investing in a PMS is too personal to be com-
pared to a mutual fund that means everything
to evervbody," says Narayan.
Though returns guarantee is
illegal, PMS providers (oo use
benehmarks to arrive at a
return based on which they ean
charge a [ee (o invesiors, While,
most PMS providers prefer a
fial fee and a variable compo-
nent on the kind of profits the
base investment makes, therve
are some who also have hurdle
rates where, as Tampi explains,
“for every increasing slab there
is a fixed commission that goes
up with each such predelined
hurdle”. Though, most funds
have a fixed closed-end period,
it does have an exit option too.

Each client is assigned a
relationship  manager  who
gives portfolio updates and all
PMS providers offer clients an
exclusive I and password,
which enables them to access
their porifolios online. “There
are clients who are satisfied with a monthly
update, but many who have higher stakes are
in constant touch with their managers,” adds
Narayan. Simply put, investors need to uetive-
Iy participate in' the investment process and
make informed investment decisions. After
all, it's their money at stake.
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