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FFINANZA 
 

SEPTEMBER 2014 

The Navigators of IBA, Bangalore, is the finance club which  strengthens the students’ knowledge in the fields of 

Capital       Markets, Securities and Derivatives and Finance on the whole. 

Presentations have been conducted on topics such as Economic Fundamentals, Past & Present Foreign Exchange                     

arrangements, Foreign Direct Investment, etc. among others.   

A series of presentations on Financial Markets, Equity Markets and Debt & Money Markets have also been taken. 

Navigators guides’ students in participating in various National Management fests. Once every year Navigators also 

takes a session of their Stock Market – Stockmania that helps students to realize how the Stock Market functions 

day-to-day, how the bidding takes place on the floor, impact of various industry related news etc. 
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Are Mutual Funds A  Safe Investment??? 

As an investor, we invest money with the primary objective of making positive returns 

through them. Mutual funds are one of the most popular investment vehicles across the 

globe.  It is so very lucrative that it has the magnetic effect of luring more and more in-

vestors. 

 

Wondering what this really means?   

 

Well, how safe or unsafe your mutual fund is, depends on how you invest in them.  Let 

us take an example: 

 

Consider electrical equipment like an iron box. If you handle it carefully, adjusting the 

temperatures based on the fabric placed underneath it, it can yield wonderful results. 

But when you fail to abide by its usage instructions the results can be disastrous. You 

not only risk your clothes being ruined but can also harm yourself. So, is using an iron 

box safe or unsafe? The answer is both! 

 

‘Safe’ is a relative word and has different connotations for different investors. 

 

When you correlate the above example with mutual funds, it reiterates the understand-

ing that all mutual funds are safe if you know what, where and why you are investing 

in them. Just like adjusting the temperature according to the fabric, you need to rea-

lign the asset allocations based on the timeframe of the investment and your growth, 

return requirement.  

If you are new in the mutual fund investing, understand and educate yourself about 

the different mutual fund schemes suitable for different timeframes. The rationale be-

hind every investment needs to be prudently planned. 

 

SEBI Guidelines on mutual funds: 

In an effort to demystify mutual fund investing, and to make the exercise colorful and 

worthwhile, the SEBI has drafted guidelines on mutual fund product labeling.  All mu-

tual fund schemes will have a color coding – Blue, yellow and brown. 

 

As a practice, mutual fund schemes carry labels which disclose information about the 

investment objectives, category of the investment and likewise. With the introduction 

of color codes, the risk level in the said mutual fund scheme is also transparent to the 

investor. 

 

Apart from the color codes, these labels will also indicate whether:  

1. It is a scheme for wealth creation or regular income; short term or long term 

2. It invests in equity based funds, debt funds, gold or a mix of them. 
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What do these mutual fund color codes mean?  

The SEBI has played ‘holi’ with mutual funds investing, making the labels color-

ful and meaningful! Below are the details:  

 

• Blue : Low risk  

Debt schemes such as debt mutual funds, fixed maturity plan, liquid funds and 

gilt funds etc. which carry low risk would indicate blue on the label. It is primari-

ly for risk averse investors. 

 

• Yellow : Medium risk 

Hybrid mutual fund products such as monthly income plans, balanced mutual 

funds etc., which carry moderate risk, fall under this category. 

 

* Brown : High risk 

All equity investment schemes such as the diversified equity funds, mid-cap and 

small cap funds, index funds etc. which associate themselves with high risk fall in 

this color code. This suits investors who are highly tolerant to risk, and have the 

long term time frame for their investments. 

 

How does product labeling benefit mutual fund investors? 

A traffic signal on the road helps the pedestrian know when he can cross safely 

and also avoid accidents, similar are the labels designed by SEBI. It helps inves-

tors understand how safe or risk prone his investment would be. 

 

One of the main requisites of investors would be to ensure that his capital is not 

eroded, and the principal amount invested remains safe. Choosing the funds 

based on the label color it bears indicates the risk associated with the schemes, 

thereby educating the investors. 

 

With product labeling, the incidence of investors falling prey to brokers and 

agents are minimized. All the data about the associated risk is available to the 

investors and they cannot be misguided by the agents. 
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What is Total Asset Turnover Ratio and why is it important??? 

 

 

 

 

 

 

The total asset turnover ratio measures the ability of a company to use its assets to 

efficiently generate sales. This ratio considers all assets, current and fixed. Those 

assets include fixed assets, like plant and equipment, as well as inventory, accounts 

receivable, as well as any other current assets. 

The calculation for the total asset turnover ratio is: 

Net Sales/Total Assets = # Times 

Interpretation: The lower the total asset turnover ratio (the lower the # Times), as 

compared to historical data for the firm and industry data, the more sluggish the 

firm's sales. This may indicate a problem with one or more of the asset categories 

composing total assets - inventory, receivables, or fixed assets. The small business 

owner should analyze the various asset classes to determine in which current or 

fixed asset the problem lies. The problem could be in more than one area of current 

or fixed assets.  

Many business problems can be traced back to inventory but certainly not all. The 

firm could be holding obsolete inventory and not selling inventory fast enough. With 

regard to accounts receivable, the firm's collection period could be too long and credit 

accounts may be on the books too long. Fixed assets, such as plant and equipment, 

could be sitting idle instead of being used to their full capacity. All of these issues 

could lower the total asset turnover ratio. 

 

What if the total asset turnover is excellent as compared to historical data for the 

firm and to industry data? That means your firm is utilizing all its assets - its asset 

base - efficiently to generate sales and that is a very good thing. 
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JARGONS BUSTER 
1. Amortization : Writing off an intangible asset investment over the projected life of 

the assets. Also the spreading out of intangible costs over several years, such as 

amortization of stock option expense. 

2. Asset Swap : The bond's swapped spread, in basis points. The asset swap spread, or 

gross spread, is derived by valuing a bond's cash flows via the swap curve's implied 

zero rates. This gross spread is the basis point amount added to the swap curve, 

which causes a bond's computed value to equal the market price of the bond.  

3. Bear Market : A market in which traders and investors are feeling negative and 

prices are falling or static.  

4. Beta : Mathematical measure of the sensitivity of rates of return on a portfolio or a 

given stock compared with rates of return on the market (a diversified portfolio) as a 

whole. A beta of 1.0 indicates that an asset closely follows the market; a beta greater 

(smaller) than 1.0 indicates greater (less) volatility than the market. Hence, beta is a 

measure of risk: the higher the beta, the higher the risk.  

5. Bulge Bracket : The largest and most prestigious firms on Wall Street.  

6. Chinese Wall : The physical and regulatory separation between the public and pri-

vate sides of a bank.  

7. Compound Annual Growth Rate (CAGR) :  The year over year growth rate ap-

plied to an investment or other part of a company's activities over a multiple-year pe-

riod. The formula for calculating CAGR is (Current Value/Base Value)^(1/# of years) - 

1.   

8. Debt Capital Markets : Markets where capital funds (i.e. debt) are traded. This 

includes private placement as well as organized markets and exchanges.  

9. Divestiture : When a company sells off a subsidiary or assets of the business to a 

buyer which acquires the subsidiary or assets. This differs from a spin-off arrange-

ment under which a company establishes a subsidiary as a new and separate busi-

ness and distributes shares in the new company to its shareholders.  

10. Dow Jones Industrial Average (DJIA) : Price-weighted average of 30 actively 

traded shares of blue-chip US industrial corporations listed on the New York Stock 

Exchange.  
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