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The Securities and Exchange
Boardof India (Sebi)hasmodified
itsearlier risk-to-meter formutual

fundschemesandintroducedanewone
which fundhouses have to begin carry-
ing from January 1, 2021. Investors will,
at a glance, be able to tell how risky is
the scheme they plan to invest in. The
risk levelofschemeswillbere-evaluated
eachmonth.

Howisitdifferent?
Thenewrisk-o-meterhasoneadditional
risk category—‘very high’. It has six
grades instead of five in the old one.

Earlier, a fund’s risk level was deter-
mined primarily by the category it
belongedto. “In thenewriskometer, the
risk level will be calculated using well-
definedparameters. And it will depend
on the securities it holds in its portfolio.
The new approach is much more gran-
ular,” says Kaustubh Belapurkar, direc-
tor-manager research, Morningstar
InvestmentAdviser India. Sebi has pre-
scribedadetailedmethodologyforarriv-
ing at a fund’s risk value.

The portfolio-based calculation of
risk is significant. “Under thenewmeth-
odology,different fundswithinthesame
category could have different levels of
risk,”saysArunKumar,headofresearch,
Fundsindia.com. Indebt funds,a fund’s
risk scorewill be arrived at basedon the
credit, interest-rate, and liquidity risk
levels of the securities it holds. Ultra-
short duration funds take low interest-
rate risk and are generally perceived to
besafe.But investorshavebeenunpleas-
antly surprised in the recentpast to find
that such fundsheld securitieswith low
credit ratings. Fund houses will find it
harder to get away with such shenani-
gans inthefutureasholdingsuchpapers
will drive the fund’s risk score up.

The new methodology assigns a lot
of significance to the liquidity of secu-
rities (it was liquidity risk that caused
theclosureofFranklinTempleton’sdebt
funds). The credit, interest-rate and
liquidity risk scores of securities will be

averaged to arrive at the final risk score.
But if a scheme’s liquidity risk score is
higherthantheaveragescore, theformer
will become the final score.

Watchoutforshifts
Investors often go only by past returns
when selecting a fund. Experts say that
with the introduction of the new risk-o-
meter,hopefully, theywill alsopayheed
totherisk thefundmanager tooktogen-
erate those returns. A shift to a higher
risk grade will serve as a warning. “Ask
your advisors or find out for yourselves
where the risk is emanating from, or
which parameter is causing the score to

rise,” saysBelapurkar.An investorcould
exit if a fund’s risk rises above the level
acceptable to him.

While the new risk-o-meter is an
effective tool, investorsmust still do the
duediligence. In the case of debt funds,
they will need to examine the fund’s
portfolio. “A fundmay hold 97 per cent
AAApapersand3percentbelow-invest-
ment-grade papers. Its overall risk level
may not be very high. But a default by
even3per centholdingswouldhurt the
investor,” says Kumar. Investors still
need to examine things like the quality
of thenon-AAAportfolio,yieldtomatur-
ity, expense ratio, etc in debt funds.

Is your fund manager
taking too much risk?

Apetitionregardingthematterof lenders
charging interest for thesix-monthmor-
atorium period granted to borrowers is
currently being heard in the Supreme
court. The petitioners are demanding
that theinterestaccruedduringthemor-
atoriumbewaived.Thelendershavecor-
rectly argued interest cannot be waived
as they continue to pay interest to their
depositors. The six-month interest bur-
den is too huge for the government to
bear either.

According to reports, a via media
hasbeen found.Thegovern-
ment has reportedly agreed
to bear the compound inter-
est (interest on interest) for
the moratorium period. The
cost of this concessionbeing
provided to retail andMSME
(micro, small and medium
enterprises) loans of up to ~2
crore has been estimated at
~6,000 crore.

While any reliefwill bewelcomedby
borrowers, this one is like providing a
spoon of water to a thirsty man. For
example, on a 10-year MSME loan of ~2
crorewith interest rateat 10percent, the
EMIwouldbe~2,64,000.Thecompound
interest and simple interest for the six-
month period would be ~10,21,066 and
~10,00,000 respectively. The benefit for
a borrower is ~21,066, less than 10 per
cent of a singleEMI.

The benefit is even smaller on a 20-
year home loan of ~50 lakh with 8 per
cent per annum interest rate and EMI
of about ~42,000. The difference
betweencompoundandsimple interest
for six months is only ~3,363, an insig-
nificant sumforan individualborrower.
Though the aggregate sum reportedly
works out to about ~6,000 crore, it is

unlikely to leave any borrower feeling
grateful to the government.

Instead, if the Reserve Bank of India
wererequiredtoenforcea“loanportabil-
ity” policy, the relief will be significant.
In India “floating rate loans” mean that
rates float upwards swiftlywhenmarket
interest rates rise. However, when they
movedownwards,as theyhave inrecent
times, the interest rates for borrowers
movedownwardwithabig-time lagand
never to the full extent of the downward
movement in market interest rates.
Bankswererequiredtoshift to thetrans-
parent external benchmark-based lend-
ing system from October 2019 under
pressure from the Supreme Court. But
most borrowers are either those who
have taken loans before October 1, 2019,
or fromnon-bankingfinancecompanies
(NBFCs) who are not covered by these
regulations.Thoughborrowers can shift
their loans to other borrowers without
anycharge, inpractice theyareprevent-
ed from doing so by logistical barriers
put up by lenders. A “loan portability”
system, where the title documents are

exchangedforpayment from
the new lender, would spur
more borrowers to switch to
themoretransparentsystem.
Most home loan borrowers
would pay a rate that is 1-2
percentagepoints lower.

Let us take the same
example of a 20-year home
loanof ~50 lakh at 8 per cent.

The current rate for the same borrower
isaround7.25percent. Ifhegets this rate
(which he is perfectly entitled to) due to
the ease of the loan portability system,
thenhewillgetaninterest freesix-month
moratorium period plus a reduction in
EMIs.All at no cost to the taxpayer.

Thecostof thismagic isborneby the
lenders. But then why should unfair
practices be protected in the name of
maintaining bank profitability? In any
case, the profitability of private banks
andNBFCswouldbemostaffected.PSU
banks would be less affected as the dif-
ferential between rates charged from
existingborrowersandnewonesis lower
intheircase. Ihopethepetitioners inthis
casedemand this relief.

ThewriterheadsFeeOnlyInvestmentAdvisers
LLP,aSebi-registeredinvestmentadviser

With portability,
a large number
of borrowers will
move to a 1-2
percentage
points lower rate
and enjoy
handsome
savings

WhileSebi’snewriskometerwouldanswerthisquestion, investors
needtolearnontheirownwheretherisk iscomingfrom

FRANKLY SPEAKING
HARSH ROONGTA

FIVE THINGS TO KNOW ABOUT THE NEW RISKOMETER

Source: Sebi circular dated October 5, 2020

nInequityschemes, theriskvaluewillbedeterminedbytheaverageofthe
scoreonthesethreeparameters:marketcap,volatility,andimpactcost

nTheywillalsohave to
disclosethelevelatthe
startof theyear,andthe
numberoftimesit
changedduringtheyear

nTherisk-o-meterwillbe
displayedonscheme
informationdocument,key
informationmemorandum,
applicationforms,ads,etc

nFundhousesmustcommunicatechangesinrisktoinvestorsviaemail,SMS

nAttheendofa
financialyear,
fundhouses
willdisclosethe
final risk level

Borrowersneedfair
rates,notjustwaiver

COLOUR CODING
OF HEALTH PLANS

Signalling
complexity,
not quality
TheInsuranceRegulatoryand
DevelopmentAuthorityofIndia
(IRDAI)hascomeoutwithan
exposuredraftoncolourcodingthat
willindicatethecomplexityof
individualhealthinsuranceplans.
Greenwillsignifytheproductis
simpleandeasytocomprehend;
orange,thatitismoderatelycomplex;
andred,thatitismorecomplexthan
itsgreenandorangepeers.

Colourcodingisexpectedtomake
productselectioneasier.“With
hundredsofhealthplansavailable,
choosingtherightonecanbedifficult.
Colourcodingwillmakethetask
easier.Itwillalsobridgethetrust
deficitthatexistsatpresentduetolack
ofunderstandingofproducts,”saysS.
Prakash,managingdirector,Star
HealthandAlliedInsurance.

Often,customersbuywhatthe
agentpushes.“Colourcodingwill
indicateproductcomplexityata
glanceandhopefullyinstigate
customerstoaskmorequestionsand
seekmoreinformation,”says
IndraneelChatterjee,co-founderand
principalofficer,Renewbuy.com.

Onekeypointhereisthatcolour
codingwillreflectaproduct’s
complexity,notitsquality.Redwon’t
meanyoushouldnotbuytheproduct.
Itwillonlymeanthatyoushoulddig
deeperandunderstanditbetter.Says
DeepeshRaghaw,founder,
PersonalFinancePlanandSebi
registeredinvestmentadvisor:“A
planmaybecomplexbecauseitoffers
numerousoptions.Acomplexplan
couldstillbegoodbecauseitis,say,
moreaffordable,”saysRaghaw.

Evenaftertheintroductionof
colourcoding,buyersmustdotheir
homework.“Payattentiontoproduct
features,claimsettlementratio,and
price.Colourcodingwillfocusonthe
first,butbuyerswillneedtofigureout
theothertwoaspectsthemselves,”
saysKapilMehta,co-founderand
managingdirector,SecureNow
InsuranceBroker.AddsAmit
Chhabra,headofhealthbusiness,
Policybazaar.com:“Enquireabout
sub-limitonroomrent,co-payment,
exclusions,andwaitingperiodforpre-
existingdiseases.”
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Notice is hereby given pursuant to Regulation 29 

read with Regulation 47 of the Securities and 

Exchange Board of India (Listing Obligations and 

Disclosure Requirements) Regulations, 2015, that 

a meeting of the Board of Directors of TRF Limited 

will be held on Saturday, October 17, 2020, inter 

alia, to consider and take on record the audited 

Standalone and unaudited Consolidated financial 

results for the quarter and half-year ended 

September 30, 2020.

The above informat ion is also avai lable 

on the website of the Company at www.trf.co.in and 

on the website of the Stock Exchange(s) at 

www.bseindia.com and www.nse-india.com.The 

financial results once declared will also be made 

available on the aforementioned websites.

NOTICE

Regd. Office : 11, Station Road, 
Burmamines, Jamshedpur - 831 007

Phone No. : 0657-2345727
Email : comp_sec@trf.co.in

Cin : L74210JH1962PLC000700

For TRF Limited
Sd/-

Subhashish Datta
Company Secretary 
& Chief Commercial

Dated : October 09, 2020
Place : Jamshedpur
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