Transcri t of Conference call to discuss Para Parikh Conservative H brid Fund
Call held with Distribution Partners from 4:00 PM onwards. on June 01. 2022

Disclaimer:
Investors/Distributors are requested to note that the objective of this meeting was to communicate
with our Distributors and to share with them our thought process. It should be noted that views
expressed in the recorded call were based on information available in the public domain. Views
expressed in the call can change depending upon change in circumstances. Nothing discussed in
the call shall constitute a buy/ sell/ hold recommendation.
Moderator: Good evening ladies and gentlemen. Welcome to the outreach call hosted by
PPFAS Mutual Funds. The fund is represented by Chief Investment Officer Mr. Rajeev Thakkar,
and Fund Managers Raunak Onkar, Raj Mehta and Mr. Rukun Tarachandani. We will begin with
an overview of Parag Parikh Conservative Hybrid Fund by Chief Investment Officer Mr. Rajeev
Thakkar. This will be followed by the Q&A session. As a reminder, all participant lines will be in
the listen only mode, and there will be an opportunity for you to ask questions related to Parag
Parikh Conservative Hybrid Fund after the introduction concludes. Please note that this
conference is being recorded. I will now like to hand the conference over to Mr. Rajeev Thakkar.
Thank you and over to you sir.
Rajeev Thakkar: Thank you. Thank you, everyone, and welcome to the conference call. We've
recently completed one year of the launch of Parag Parikh Conservative Hybrid Fund, we thought
it would be a good idea to share the journey so far, and what is the outlook for the future and
what is the stance that we are taking. And also, in the initial days in the investors and distributors
just have the offer document but haven't seen the real product in action. So, now at least some
time has gone by, since the launch of the product. So, we'll be sharing the journey and the
outlook from here on, just to cover some basics before we get into that.
So, obviously, this is not a replacement for the liquid fund or a money market fund or overnight
fund, the fund is suitable only for medium to long term data allocation. So, by that we mean at
least a three year plus kind of investment horizon. So, typically, this product fits in with those
people who have some part of a debt allocation in terms of their long-term investment journey for
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which a growth plan would be more suitable. And there are some people who would have a
regular cash flow need, they have a corpus and they wish to generate an income out of that,
even for those people we recommend a growth plan but you can do a systematic withdrawal from
that. So, you can specify the periodicity and regularly withdraw money from the fund. The
advantage of that is that, the gains become capital gains tax instead of regular payout and for the
long term capital gains you will get the indexation benefit. So, that’s the advantage. So, we keep
getting questions about people who don’t pay tax because their income levels are below the
exemption thresholds and things like that. So, for people who are at the tax-exempt level or at
very low slabs of income tax, credible alternative is the small savings schemes and the RBI
bonds, where people need not worry too much about interest rate movements and things like
that, if someone is of that nature or if someone is very, very concerned about the day to day
movement of NAV, then some of the small savings may be a good option. But otherwise, for
anyone who’s in the taxpaying bracket, the indexation benefit actually generates a lot better post
tax return. And also, there is a possibility of somewhat better returns, than small savings with the
attendant risks that are there.
In terms of the portfolio construct or where the money is invested more than 75% allocation is in
debt securities. This is as per the offer document and our stance is that we will be investing in
either sovereign or in the best quality corporate debt. Currently, the scenario is that AAA PSU
bonds and some of the better-quality AAA names are actually yielding much lower than the state
development loans. So, because of that, we have largely kept our exposure to the state
development loans which are sovereign rated and which don’t carry credit risk, the maturity
profile for the debt securities in the portfolio currently is ranging from 2026 to 2029 maturity
papers. So, across these four years, we have securities which are maturing. The current yield to
maturity of the portfolio is 7.64% per annum and the duration is 4.45.
Apart from debt securities, we invest in equities, which are currently just under 14%. Here we are
trying to optimize for cash flow to the investors. So, we buy dividend paying companies in some
cases there may be stock buybacks, we could invest in special situations or arbitrage situations
or we selectively used covered call writing to generate additional yield. So, this is less than 14%
of the overall portfolio. Apart from this we invest in real estate investment trusts. So, as people on
this call would know that, these REITs have been recently introduced in the Indian markets in the
last few years. These REITs are largely owning, office premises and office blocks which they
lease out to multinational companies, financial services companies, IT services providers and so
on. And they get a monthly rental income, this cash flow that the REITs generate, they pay out on
a quarterly basis to the unit holders. So, what we benefit as investors is we get the quarterly
payouts plus typically there are the rent escalation clauses. So, this rent that is received by the
REIT generally goes up over a period of time and plus we get to participate in any capital
appreciation that may come on the real estate premises. So, this is the broad construct.
In any debt fund or any in any scheme, where bulk of the investments are in debt securities, the
common worry is what will happen to interest rates that is one and secondly, what is the credit
risk or what is the borrowers default, as we have discussed, we are not into the credit risk space.
So, there’s not much to talk about over there. And the difference between the interest rate risk
and credit risk is that, if you take credit risk and the borrow defaults there is no way to recover
that money. So, if you have lent someone 100 and the company goes bankrupt, and you’re able
to recover only let’s say Rs.60 on Rs.100 then Rs.40 is a loss, which is not possible to recover
from that security. However, in interest rate risk, what happens is the bond prices go up and
down as per the interest rate movements. Now, if you purchase the bond with a maturity value of
Rs.100 at Rs.100 and if interest rates go up, let us say that bond falls in price to Rs.95, but on
maturity the bond is going to pay you back Rs.100 it says that because of interest rate increases
the price of the bond has come down. So, you continue to get the interest income and the
principal at the earlier interest rate. So, the dip in NAV or dip in bond prices on account of interest
rate movements are somewhat temporary and gradually they recover somewhat. Today people
are worried about increasing interest rates. The same scenario was even 12 months back when
we launched the scheme. So, just for context, one year back the tenure, government security
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yield in India was 6% per annum. Today the tenure government securities yield in India is 7.41%.
So, in one year, interest rates have increased by 1.41%. So, looking back, probably people would
think that it would have been a great idea to park money in a liquid fund instead of investing in
something like the conservative hybrid fund. However, if we look at the returns over the last one
year, a liquid fund has given maybe three quarter or thereabouts in a very smooth manner.
Without the NAV going up or down it generally keeps going up very, very marginally slowly over a
period of time, it typically doesn’t fall that much in line with the market movements. Whereas the
conservative hybrid fund has been a bit more volatile, obviously because of the equity
component and REIT component and medium term debt securities. But the fund has still manage
to generate roughly 6.4% over the last one year despite the rising interest rate scenario. So, what
happens is many a times, we keep waiting for the yields to stabilize and things like that. And we
say that only when the RBI stops the rate increase cycle, that’s when we really invest in debt
securities. Till that time, we will keep money in liquid funds. So, this strategy appears very
tempting. And if someone can get it very, very right or time it very precisely, then it may be fruitful
some time.
However, this is just like waiting in the equity markets saying that I will wait for a bear market and
I’ll buy at the bottom, and then I’ll see my equity prices going up and I will exit right at the top. So,
just like equity is difficult to time, debt is also difficult to time in terms of precisely when to enter
and when to exit. So, forget the past, let us look at the current scenario and let us look at the
future. Today, the liquid funds or the overnight funds can give somewhere about four quarter
percent per annum. So, that the prevailing overnight rate in the Indian markets. One year
treasury bill rates are somewhere about 6%. Now, if you buy medium term paper, which referred
to as 2026 to 2029 kind of maturities, we are getting yields of 7.6% and there about 7.6%, 7.7%.
So, essentially, when we are putting money in liquid fund, we are giving up that three quarter or
3.5% yield in order to wait for the interest rate cycle to play out and to timer purchase precisely.
What happens is, if you wait for a year, not only do you lose the income for that one year in terms
of settling for fourth quarter, instead of the higher YTM that the debt portfolio has. But what
happens is after one year, what is a five year security to today will become a four year security.
So, the impact of rising rates will not matter as much after one year as it does today. So, my
basic suggestion is and obviously people are very knowledgeable on this call in terms of having
seen what multiple cycles, but my humble request is that, please stick to the asset allocation. If
it’s emergency money or if it’s money which is required in the short term then please keep it in
liquid funds or money market funds or overnight funds. If it is debt allocation, then don’t try to
time it then make a debt allocation today rather than waiting for interest rates to peak and then
enter the debt markets. Because already the yield curve is somewhat steep. When overnight rate
is four quarter and one year treasury bill is at 6%. It means that people are expecting RBI to
increase rates to 5.5% or maybe 5.75% or thereabout. So, maybe the next 100 basis point rate
hike is already priced in or even a 150 basis point rate hike is priced who knows.
Yes, so that’s the overall outlook. We get a lot of questions on state development loans and what
is the nature of these state development loans that we have invested in. A lot of people confuse
these with state guaranteed bonds. So, these are not bonds of state PSUs things like earlier you
had this Sardar Sarovar bonds or things like that, these are not corporate bonds, which are
guaranteed by state governments. These are direct borrowings of the state government. And
these are backed by the taxes that the governments receive on a regular basis. So, these are
backed by effectively things like GST collections or the state’s share of the central taxes that are
collected and these are serviced by RBI and these are given sovereign rating. So, even RBI
recognizes these as risk free assets in terms of having no credit risk, and these are owned by the
employees provident fund organization, by insurance companies, by pension funds, by banks as
their SLR securities. So, these are very, very safe and are considered risk free from a sovereign
perspective. And they are seen as not having default risk. So, recently there have been these
media articles about the use of state governments to electricity generators like NTPC and
worsening state finances and things like that. So, these are being periodic incidences by but it’s
not something to be unduly concerned about, obviously, it would be better not to have these
dues. But overall, the dues would be it to my mind somewhere about 1.4 lakh crores on the pan
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India basis, which is somewhat equivalent to one month GST collection total. So, it’s not
something to be unduly worried about. And, again, even if there were to be difficulty in servicing
then, these things would be handled at the central government, RBI and the state governments
coming together to arrive at a solution. And it’s nobody’s care that these kinds of bonds will be
allowed to default because the entire financial system is dependent on sovereign securities.
So, I’ll stop here. So, what we have done is we have collected the questions in advance from
people so that we can have a moderated question in the question answer session in the
beginning. So, we’ll try and cover most of the common questions at the beginning. And then later
on if there is anything, which is not covered we will open it up for Q&A with the assistance of the
operator. So, first, I’ll ask Rukun to start with the general questions on the moderated basis. And
later on, we’ll take live question. Rukun over to you.

Rukun Tarachandani: So, the first set of questions is around the fund as to who this is
for, is it an alternative to fixed deposits and is it appropriate for retirees. Also, we spoke of
the SWP option, so what should be the withdrawal rate in that case?
Rajeev Thakkar: Sure. So, it is an alternative to debt securities debt investments that are there,
which could be fixed deposits, which could be small savings schemes and things like that.
However, it’s not like to like because when you make a fixed deposit with the bank, you can
withdraw the deposit on at will in the principal back plus, there will be some penalty for early
withdrawal in terms of a lower interest rate, but you can get your money back even in a week’s
time or 15 day’s time or one month time. Whereas these are market linked instruments, so you
have to have a minimum horizon of at least three year kind of thing, so that the interest rate cycle
plays out and you don’t have to worry too much about the daily up and down movement. So, it’s it
fits in the debt securities asset class, which is where the fixed deposits and small savings lie. It is
exactly that same asset class with a little bit of REIT and equity added to it, but it has its own risk
return characteristics which one should understand.
About withdrawal rate. So, obviously, these are not guaranteed return products, the return varies
with market conditions. But if you look at the current YTM that we spoke about, the current yield
at which these bonds are trading, these bonds are trading at roughly 7.6 kind of YTM for that kind
of maturity. So, if we mentally visualize this, if someone is having a 0.4% withdrawal rate per
month or 0.5% withdrawal rate per month, which translates to roughly a 5% to 6% withdrawal
rate on an annual basis. Largely the withdrawal would be from the coupon and the dividends and
the cash flow that the fund generates rather than having to depend too much on the growth
aspect or on the ups and downs of the NAV based on interest rate movements or equity price
movements and things like that. So, based on the current interest rate environment, where fixed
deposit rates are whatever 5%, 5.5%, 6% or thereabouts, one should realistically keep up a
conservative withdrawal rate and as time goes by, one can adjust the withdrawal rate based on
the NAV movement and looking at the returns which are generated.
Rukun Tarachandani: Got it. And is SWP the appropriate option for retirees?
Rajeev Thakkar: SWP option should be a good option for retirees because whenever you
withdraw some money, a large part of it would be your principal amount remaining would be the
capital gains and on capital gains, whenever it becomes long term, that would be subject to
indexation benefits. So, it’s really a tax efficient manner of withdrawing.
Rukun Tarachandani: Sure. So, the next set of questions is around the category as to why
we opted for conservative hybrid and not aggressive hybrid or equity savings fund. And
just in line with that considering the current lower equity valuations, some of these other
categories like aggressive hybrid with higher equity proportion can benefit from higher
equity allocation versus a conservative?
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Rajeev Thakkar: So, all our different categories, so people who want higher equity risk, should
choose for aggressive hybrid funds, whereas people who are more inclined towards debt
securities, should choose the conservative hybrid fund, reason why we have chosen this
category is that, in aggressive hybrid fund there is no indexation benefit that is there, the tax rate
is lower in terms of 10% whereas here the tax rate is 20%. But you cannot directly compare 10%
and 20% because 20% is only on the index gains. So, inflation indexing takes away a lot of the
capital gains and you get taxed only on the balance amount. So, we think that for a debt kind of
investment option a conservative hybrid fund is a better category to choose.
Rukun Tarachandani: Sure. Moving on, the next set of questions is on portfolio
composition. So, what will be the allocation towards debt, equity and REITs. Also, when
do we rebalance the weights between these three categories?

Rajeev Thakkar: Sure, minimum 75% will be in debt securities as per the offer document. And
at all points in time minimum 75% will be in debt securities. Equity is minimum 10%, maximum
25% and within the equity overall category within the remaining 25%. We can have a maximum
of 10% in REITs. So, as a ongoing thing typically we’ll have about 8% to 10% in REIT
investments, and about 12% to 14% in equity security and minimum 75% in debt securities. This
allocation is done on an ongoing basis. And it’s met almost on an everyday basis or maximum at
month end so these are rebalanced quite regularly. It’s not that something goes way out of the
line on a sustained basis.
Rukun Tarachandani: Got it. Moving on to the debt portfolio question so, we addressed why we
have SDL in the portfolio. Also that the next set of questions is around credit risk in SDLs, which
is again something we’ve addressed. So, I’ll move on to the equity portion questions. There’s
a question on isn’t the equity portion very concentrated with only six stocks?
Rajeev Thakkar: Yes. So, equity weightages somewhere about between 2%, 2.5% per stock.
Now, if something which is 2.5% wait in the portfolio, again all of these are good stocks, good
quality companies, but let us say in a worst-case scenario something suddenly falls by 50%, one
particular stock, so something which was a 2.5% weight if that falls by 50%, the impact on the
overall portfolio is 1.25%. So, what we need to look at is the overall allocation to equity itself is
small. So, within that there is a limited scope for adding number of stocks. And if we compare it to
other equity funds that we run, individual stock weights can go up to as high as 5% or 8% or 9%.
Here the individual weight is somewhere about 2.5% so it’s not a very large allocation to a
particular company. And again, the downside is protected by the high rate yields that some of
these stocks command where at a price a lot of buying interest comes in. And plus we can use
hedging strategies and things like that to protect downside if we think it appropriate.
Rukun Tarachandani: Sure, so the next question on equity portion is why do we have
more PSUs in the portfolio and also via some equity stocks part of this portfolio, but not
of the other equity funds that we have essentially asking is there a different thought
process while picking equity stocks for this?
Rajeev Thakkar: So, we own two private sector companies and four PSUs in the equity
portfolio. So, ITC and Bajaj Auto are the private sector companies and Power Grid, Coal India,
Petro and IRSC are the PSU companies that we own. A lot of these are common across equity
and debt portfolios. So, for example, ITC, Power Grid and Coal India are common across equity
and debt schemes. Bajaj Auto also I would say in a way is common, because although in the
conservative hybrid fund, we own Bajaj Auto on account of the dividend yield concentration, we
have exposure to Bajaj Auto via Bajaj Holdings and Maharashtra Scooters and the other equity
schemes as well. So, that also can be considered as common. So, out of the six stocks, we can
say that four stocks are common across portfolios. One point is relevant so, the question asked is
do we have a somewhat different thought process. So, definitely something like a high growth
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stock which does not pay out cash flows, which would not fall part of the conservative hybrid
fund. So, although we can’t buy foreign stocks here, but we would not buy something like
Amazon conservative hybrid fund, because we are trying to optimize this scheme for regular
cash flows, rather than focusing too much on the overall growth. So, to that extent yes, the focus
is to generate regular cash flows and lower volatility in the conservative hybrid fund as compared
to the equity funds that we run.
Rukun Tarachandani: Sure. So, next moving on to the REIT composition or the REIT
portion. So, the question is, will a location to REIT or InVIT increase in the future?
Rajeev Thakkar: Yes, so there is a regulatory cap of 10% which is also reflected in the offer
document. So, our investment is capped at 10% so we currently have about 9%. So, we will
remain somewhere in that range 8% to 10% is somewhere where we will remain, it won’t go up
very meaningfully given the cap at 10% that is there as per regulation.
Rukun Tarachandani: Got it. And what is our return expectation from REIT also, is liquidity
an issue for REIT, while buying REIT?
Rajeev Thakkar: So, we can’t guide for future returns because the REIT prices keep going up
and down based on market conditions, the payouts that are public information, meaning the
quarterly payouts that they are making have been ranging between 5% to 7%, 7.5%, 8% kind of
that is the broad range in which the payouts have ranged in the past but future there’s obviously
no guarantee on what returns these will give. About liquidity so, these are listed on the NSE and
BSE and can be bought like people buy equity shares on the screen. So, if these trade in small
amounts as well, relatively small amounts as well unlike the government securities or corporate
bonds, which trade in multiples of five crores or sometimes even larger. So, these can be bought
for a few lakh crore rupees as well and they are very, very liquid in terms of transactions and
especially you have price in our holding liquidity is not an issue at all.
Rukun Tarachandani: Sure. The next question on REITs is, does having REITs in the
portfolio have any tax implication for the retail investors?
Rajeev Thakkar: Sure. So, the fund itself does not pay tax on the dividend income, interest
income or any regular payouts or any capital gains tax that we generate. So, the fund is a tax
exempt entity. The individual investor, the retail investor, if they hold the stock and have long
term capital gains, they will get indexation benefit and they will pay 20% tax on the long term
capital gains. If they choose for, if they have short term gains or if they choose other forms of
income, then they will be taxed as per their slab rate. So, the discussion on tax is there in the
offer document. But there’s no specific implication on account of REIT investments. It will be
treated like a regular debt fund. That is there and if anyone has a doubt, they should consult their
chartered accountant in terms of their individual tax slabs and how it will actually affect them. But
typically, our recommendation is to hold for three year plus and have the indexation benefit and
pay a 20% tax rate.
Rukun Tarachandani: Got it. Moving on there are quite a few questions on the returns that
one can expect from the fund over a three-year period. What can be the range also, can we
guarantee a positive return over a three-year period?
Rajeev Thakkar: So, just before answering this, I misspoke about the long-term capital gains on
the equity funds that’s at 15% not at 10%. So, equity funds have 15% tax rate and sorry, equity
funds of 15% tax rate for the short-term gains and long-term gains at 10%. And here we would
have 20% after indexation. Is there any guarantee, almost all mutual fund distributors should
know by now that there are no guarantees in any mutual fund scheme which the funds can offer.
So, we are not allowed to offer any guarantees it’s a marketing product. And we cannot guide for
future returns and we cannot offer any guarantees.
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Rukun Tarachandani: Sure. And just understanding the mark to market impact on return.
So, over a one-year period we’ve had about a 6.8% return, but if someone entered within
that, the returns would have varied depending on the time he or she entered. But
incrementally going forward, does the mark to market impact change what somebody
would have or should have expected as a three-year return when they invested?
Rajeev Thakkar: Mark to market will fluctuate. So, the reason why we recommend the minimum
three-year horizon apart from the taxation aspect is also to even out the market fluctuations and
the interest rates ups and downs. As you hold the bond for a longer period, the dominant effect
on the return and on the NAV becomes the regular interest income that we receive on the bond
rather than the fluctuation in the bond price. Over the extreme short term interest rate has very
miniscule impact on the NAV, whereas most of the return is generated positive or negative based
on the bond price fluctuation. So, anyone who’s entered very, very recently will see ups and
downs and that should not be representative of the returns that will be generated over the next
three years.
Rukun Tarachandani: Got it. And the final set of questions, quite a few questions on the
market and the interest rate environment. So, we addressed almost all of these at the start.
But will your fund management strategy change because of rising interest rates. Also,
anything more around the impact of interest rates on hybrid funds that you would want to
add?
Rajeev Thakkar: Yes, so what we are trying to do is we have bonds of varying maturity in the
medium term, we have some active management in terms of right now we are invested in
sovereign securities because the yield over there is higher than the corporate bonds. If corporate
bonds were to start paying higher, we may switch out from sovereign to AAA corporate bonds or
something like that. Or we may tweak the maturity a little bit up and down, if we get a better
opportunity by selling something and buying something else, but overall we are not trying to time
the interest rates or come extremely at the short end or go extremely towards the long dated
bonds. Typically, what we are trying to do is, buy medium rated bonds which are offering
reasonable yield to the investor. At the same time, we’re not taking too much risk by buying
extremely long dated maturities. So, just like any investor, any retiree or any big investor would
have, over the course of somewhat long investing journey could have invested in bank FDs at
8% in some years could have invested at 5% in some years, could have invested at 7% in some
years. So, the rate of interest keeps fluctuating, we will also invest at various yields over our
journey. And over a period of time, most of the returns that the unit holders will generate will be
from the underlying interest income rather than bond price movement. So, typically, we’ll hold
these bonds to maturity, unless some good arbitrage opportunity arises, or unless we can switch
into some better bond or something like that. And we don’t try to time the interest rates
movement too much or try to dramatically change the investment strategy from time to time.
Rukun Tarachandani: Got it. So, that had all the questions surrounding the conservative hybrid
fund that we had received.
Rajeev Thakkar: Sure, so we’ll open up to the live questions. Operator, if you can please make
the announcement and the instructions for the participants to ask questions.
Moderator: Certainly.
Rukun Tarachandani: Request the participants to ask questions related to the conservative
hybrid fund only. We will be taking only questions relating to the conservative hybrid fund and not
overall about the equity environment or the other schemes, et cetera.
Moderator: Okay. Ladies and gentlemen we will now begin the question-and-answer session.
We have first question from the line of Ms. Arpita Gupta. Please go ahead.
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Arpita Gupta: So, I have two questions. One is if somebody is looking for a lump sum
investment in conservative hybrid funds should be staggered investments because we
see interest rate hikes very close, so maybe put in 20% right now and maybe put in 20%
after every one and a half year month or after every one month, this is one question and
the second question is because their rates are such too high, I understand the clarification
given by you. But, ideally when the interest rates are going to hike, either we try to get into
a debt fund which either has a roll down maturity or with lower maturity periods that can
benefit from rising rates so, what is your thought process around that?
Rajeev Thakkar: Sure. So, again, if rates do not increase too much on the medium term bonds,
then by staggering investments, you would lose out. At the same time, if rates increase too much,
then by staggering the investments you would have benefited, so there is no correct answer,
because we don’t know how the future will pan out. But if the client is wary of the NAV
fluctuations, et cetera then it may be better to stagger reinvestment. Over, let’s say, three to five
years or whatever holding period declined has, it may not matter so much, because debt typically
is not as volatile as equity and the swings are not that wild, about rolled down maturity or maturity
at the shorter end. So, it’s a chance that people are taking by having shorter dated paper. By
short end, you could mean 4% at the extreme short end, or you could mean 6% somewhere
about one-year maturity, by saying that I will invest in short end and wait for rates to increase,
what you are seeing is, for a one year investment you are willing to give up 1.5% return in
anticipation of being able to buy debt at a much higher yields. So, if that works out, that will be
great. If that doesn’t work out, then firstly, you would have lost that 1.5% yield for this one year
period. And you may end up buying it at a lower rate for all so who knows, these things are
inherently not very predictable. So, that’s the scenario, again when I say that, at the extreme
short end rates are 4%. And one year is that roughly 6% what it means is that the market has
already priced in roughly 150 basis points rate increase over the coming 12 months. Now if rate
increases above 150 basis points, only then maybe the medium to long term yields will go up,
otherwise they may not go up. So, I’m not making a definitive statement one way or the other
saying, rates definitely will not go up or rates definitely will go up. All I’m saying is we don’t know.
So, given that we are buying medium term paper, even if the rates go up marginally part of it will
be made up by the higher yield that we are getting over the coming 12 months.
Arpita Gupta: Okay. And one last question, when we were doing the comparisons so
Conservative Hybrid by Parag Parikh is actually the only one who’s given a positive return
in the short term when you compare to other fundraising hybrid funds. So, I’m trying to
understand what is the reason and what has actually contributed to containing such
losses and is it sustainable in the future?
Rajeev Thakkar: Okay. So, again about future there’s very little I can say on account of
regulatory reasons, but what we are trying to do is we try to focus on cash flow generating
security. So, the objective is to generate regular cash flow for investors rather than focus too
much on growth or focus too much on getting outsized returns. So, some of the companies that
we have about 9% or 10% kind of dividend yield, some of them are at 4% or 5%. So, essentially,
what we are trying to do is we are trying to generate regular cash flows. And given that the cash
flow yield is there, the downside is to that extent protected and these are not very, very volatile
things as compared to the overall stance. Other thing probably that has contributed for us in the
last 12 months, is that one year back there was a lot of pessimism around commercial office
space. So, people were thinking that, everyone will just work from home and there will be huge
vacancy for all these office parks and things like that. And that hasn’t panned out. So, as things
are normalized, people are going back to offices and it’s not that rental yielding collapse or
something like that. So, REITs have also generated reasonably good returns for us in the past 12
months.
Arpita Gupta: Okay. And the last question. So, you said that it is a good product for
building in SWP for monthly income also for retirees. So, once a client invest should we
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schedule the SWPs after a holding period of one year or what is the recommended holding
period after which we can start SWPs for generating monthly income for retirees?
Rajeev Thakkar: So, initially SWPs will be treated as short term capital gains, and only after the
period is over, maybe three years they will start getting long term.
Arpita Gupta: The taxation aspect I understand, but what is the recommended holding
period that you should hold it for at least one year so that you are not withdrawing from
your capital. Like depreciation in principle basically, so should we start as is that say after
three years so that the volatility has considerably gone low?
Rajeev Thakkar: It depends on the client’s requirement meaning client can start withdrawing on
day one, because as long as the withdrawal rate is not too high, and as long as the withdrawal
rate is kept conservative, the cash flow on account of the underlying investments should be able
to meet that withdrawal requirement. So, it would not be drawing out of capital, as long as the
withdrawal rate is kept conservative. That would come out of close 30.
Arpita Gupta: Around 5%, 6%?
Rajeev Thakkar: Yes.
Moderator: Thank you Ms. Arpita. We have next question from Mr. Varun Ashar. Please go
ahead.
Varun Ashar: I just had a couple of questions regarding again, the duration paid. So, you
mentioned that, most of your debt allocation is sort of hold to maturity. So, I just wanted
to know are you all targeting a certain duration of the portfolio like you mentioned,
medium term like four to five years, kind of, but if you’re going to hold them to maturity,
are you looking at, I know you said you’re not looking at roll down, is it like a roll down
kind of strategy which you will be deploying, or you will be maintaining the duration in the
future, also in this medium term, sort of duration?
Rajeev Thakkar: Sure. So, currently, the duration is around 4.4, or 4.5 somewhere in that range
for our securities, and we have ranging from 26 to 29 kind of maturity. So, it’s not exactly a roll
down, meaning at the short end we don’t have a too many papers, but it’s not concentrated in
one particular year. So, we would typically hold it for the longer period. But let us say, as time
goes by if the 26th majority paper starts trading at a lower yield. And if there’s a very significant
yield pickup, if we switch from 26 to 27, then we could consider doing those kinds of switches.
So, while in the absence of a good opportunity we may hold the bonds to maturity. But if there’s a
significant yield pickup or if there’s a significant reduction in risk, we could do switches in our
portfolio to improve the portfolio characteristics. So, we don’t have a roll down strategy meaning
from the short end to medium term, all majorities we would have and we don’t even have a target
duration in the sense that we will only have this decimal point duration. Broadly it will be similar to
what it is currently, but we will modify it somewhat based on the market characteristics. So,
currently, for example 27 and 28 there may not be much difference in yield if both are trading at
the same yield we may want to switch on to 28 to 27. At the other end, if there’s a big difference,
let’s say 70, 80, 100 basis points between 26 and 27. We may move from 26 to 27. So, these
small changes we could do.
Varun Ashar: Okay. But no plans to go into the longer sort of tenure kind of tenure, like it
won’t become on the Gilt fund kind of duration right?
Rajeev Thakkar: No, sense of doing that.
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Varun Ashar: Okay, thanks and second last thing was, we also look at InvITs for the REIT
portion are you allowed to do it and have you looked at there are a couple of InvITs which
are also trading. So, are you going to be considering those in the future as well?
Rajeev Thakkar: Sure. So, we are allowed to invest in InvITs but the overall allocation to REITs
plus InvITs is capped to 10%. So, it’s not an additional limit that is available. So, if we were to
invest in InvITs we have to bring down the REIT allocation. Right now, we think that the REITs
are offering a better opportunity as compared to InvITs one thing is there is no regulatory aspect
to the REITS, because all of these are privately owned office blocks and tenants are also private.
Whereas InvITs typically will have either the power sector regulator or the road regulators and
things like that, further, the InvITs typically are assets which have a finite concession period. So,
if it’s a road project after a certain period, the road is to be handed over back to the authorities.
So, whereas real estate is typically a perpetual asset, so right now there are no plans on
investing in InvITs we do own one small debt paper of InvIT. But we don’t own the InvITs per se.
Moderator: Thank you Mr. Ashar. Next question is from Ms. Rashica. Please go ahead. We will
take the next question. It is from the line of Mr. Parmanand Devnani. Please go ahead.
Parmanand Devnani: Sir, my question is Parag Parikh avoids PSU stocks, Parag Parikh’s
view is that PSU is not meant for business but recently you have added PSU stocks, and
my second question is Parag Parikh Conservative fund will be better or asset allocation
fund which reduces the equity component as per the market?
Rajeev Thakkar: There were governance issues in PSU stocks for example when oil price was
too high that time oil companies were not allowed to increase the price and at times the
companies run in loss. There were lot of changes in last few years and there have been some
privatization as well the famous privatization which happened was of Air India and they are
talking to privatize other companies as well. So, the negatives are quite well known and
everybody knows that. With these negatives the valuation of the companies were quite low and
they came at a very attractive levels, the pricing multiples, cash flows, dividends yields were quite
attractive and seeing this we could do so allocation in current market and secondly the quality
companies which we say which are of private sector and which are branded ones with local
capitalized companies, their valuation have increased a lot and some companies are in triple digit
price earing multiples and their growth is also not much so seeing all this there are few attractive
companies in which we have invested.
Now either we put in conservative hybrid fund or asset allocation, so these are two different
products. The allocation which we talk about in which we say we should invest this much in
equity and this much in debt so that risk appetite based and need based asset allocation. So, if
there is a young investor who’s age is 25 years so he has lot of time to make corpus and his
portfolio equity should be heavy and if there is some retiree then his portfolio should be debt
heavy. So, on investor risk appetite we recommend where to do asset allocation. The asset
allocation fund will tactically take call on market valuation. If you like the valuation now then take
equity and if valuation is more take debt, interest rate is going to increase then come in cash. So,
it’s based on market timing and tactical allocation. My recommendation would be that asset
allocation should be done as per the client’s requirement and risk appetite and not on market
timing basis.
Parmanand Devnani: So, in Parag Parikh you had two bad experience by investing in PSU
stocks so you don’t think the same risk can arise by investing in PSU stocks?
Rajeev Thakkar: Which PSU stock are you talking about?
Parmanand Devnani: PSU in which government interference was there like one was
Indraprastha Gas and another was.
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Rajeev Thakkar: Sir, today we are talking about hybrid fund but in Indraprastha Gas we got
good return and not a bad experience it was a good experience in Indraprastha Gas. And Noida
Toll Bridge in which the price reduced was a private company and not a PSU. Today we are not
talking about equity our objective is conservative hybrid fund so, I have answered your questions
and on PSUs as well, and we can’t talk on individual stocks.
Moderator: Thank you Mr. Devnani. Next question is from the line of the line of Mr. Eldus.
Please go ahead.
Eldus: My question is on the REIT side. So, what is the kind of annualized returns you’re
expecting from the REITs portfolio and what are the risk or the volatility or the standard
deviation associated with the REITs portfolio?

Rajeev Thakkar: Okay. So, we can’t sir guide on future return expectations. So, that is
something which is regulatoryly imposed on all mutual funds. Typically, in advertising, we keep
saying mutual fund investments are subject to market risk. That’s what we keep repeating so we
can’t guide on future returns. The current payout, the past payout ratios, which you can easily
look at the websites of BSE or NSE. Based on the price of REITs, and the quarterly payouts that
they’ve done in the past 12 months, these range between 5% to 8%. That has been the kind of
payouts that they’ve made in the past, we can’t guide about the future, I can of course talk about
what are the risks that are there with REITs. So, risk is firstly vacancy. So, if a lot of tenants face
a very adverse business environment and they give up office space, then the income of the REIT
will come down to that extent. So, one is the vacancy. The second is reprising downwards of the
rentals. So, if currently they are letting out their premises that let’s say Rs.100 a square feet and
on the renewal the tenant gives up and some new tenant comes in at an at Rs.90 instead of
Rs.100, then there would be a fall in the income for the REIT. However, currently, the
environment that is there in the commercial real estate and especially the three listed REITs is
that their old agreements are at a somewhat lower prices as compared to the current market
rentals that are going on. So, possibility of there being able to renew leases at the current yields
or higher yields is reasonably good. But however, there is a risk if rental yields were to fall then
REITs could see a drop in their income. Then there is since it’s a market security based on
demand supply, the price of the REIT may go up and down. So, that again is a risk and again
REITs are valued by people on different aspects. One assumption in the valuation is the current
payout ratio. Second assumption in the valuation is the growth rate expectation of rental income.
Third input in the valuation is the capital value of similar assets in that area or for those assets
that they own. So, based on the market dynamics of all these things, the REITs would go up and
down. So, one way of thinking about it is thinking as if you own a office premises in the larger
cities of India, Bangalore Mumbai, NCR region, Pune, Kolkata Chennai, Hyderabad, these are
the places where the REITs we have invested in have offices. Now, if commercial office prices in
these cities were to come down, then there would be some impact on the REIT valuations.
Eldus: And sir because the REITs is actually new to Indian mutual fund industry. So, the
investors are not so familiar with the kind of volatility with REITs associated. So, just to
understand it further how do you see the volatility of REITs when combined with the debt
side of the portfolio?
Rajeev Thakkar: So, REIT I would classify them somewhere in between debt and equity in
terms of volatility.
Eldus: Even now slightly higher than the debt side?
Rajeev Thakkar: Yes.

11 of 13

Eldus: Okay. And have you done any studies on the correlation of REITs returns versus
equity or versus debt is there any correlation study?
Rajeev Thakkar: So, these are three different asset classes, obviously there will be some
amount of correlation if business environment is bad, then that would be bad for equities, as well
as bad for REITs. So, COVID crisis would be bad for both these asset classes. In an extreme
crisis kind of situation when there is flight to safety, at that time, typically interest rates fall and the
sovereign securities go up in prices. So, to that extent, equity plus REIT would be somewhat
contrast cyclical to the sovereign debt securities, but in case there’s a problem with the entire
Indian economy, then maybe all three asset classes may move together. So, you cannot have a
numerical value saying these are, the correlation is this between these three asset classes.
Overall, my belief is if you have three different asset classes, it will have some benefit in terms of
diversification.

Eldus: Okay, and maybe on the worst-case scenario, what is the kind of returns on the
impact that can happen on the REITs?
Rajeev Thakkar: Sir, I can’t give a numerical number, I can’t say worse cases 10%, worse
cases, these are market related securities.
Eldus: Okay. And sir finally, if I may ask are you planning any con-calls on Flexi cap in the
near term?
Rajeev Thakkar: We may have down the road. So, typically, we write the fact sheet notes, and
we have the AGMs and all that. But since this is, and Flexi cap is more widely tracked and widely
known. So, we have had quite a few of those in the past. But, sure we’ll consider that maybe
Mahesh and Shailendra will be in touch.
Eldus: Yes, one feedback from our side is that, so it will be really appreciate if you can do
a once in a quarter concall on Flexi cap, because that is actually most of the clients have
exposure to that. And plus there is an international portion around 30% so it’ll be really
appreciated if you do once in a quarter concall on that.
Moderator: Thank you, Mr. Eldus.
Rajeev Thakkar: We may take last two questions.
Moderator: Okay, sure. Next question is from the line of Mr. Vivek. Please go ahead.
Vivek: Sir just I want to understand about liquidity position of SDL because more than
70% of the portfolio is in SDL. So, are they highly liquid like TJ?
Rajeev Thakkar: Okay, I think that question was raised and we missed out talking much about
it, this would be interesting for almost everyone on the call. So, central government securities
especially what are called on the run maturities, by on the run maturities I mean the last issued
ten year central government security or the latest one year treasury bill or the latest three month
treasury bill, these are very, very liquid. So, just for context, the buying price and the selling price
of the latest 10 year central government security, the price difference may be as low as half a
paisa or one paisa on the buying and selling side. So, these are very, very liquid securities and
they trade in 10s of 1000s of crores. So, I’m just looking at my screen right now, today the central
government security is 6.54 2032 traded for 15,635 crores So, it’s very, very liquid.
However, this is central government securities, the securities that we own. However, what
happens is when that security becomes somewhat older, so last year 10 year security may not
be that liquid, so, then the liquidity immediately falls off. So, the security may trade for at 20, 30
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crores or 40, 50 crores. State government securities typically don't have such narrow bid and
offer spread. So, what I mentioned half a paisa or one paisa, typically these state government
securities trade on the basis of yield and because yield differences sometimes quoted in five
basis points or 10 basis points, the bid and offer price is somewhat higher and one has to
negotiate. So, typically negotiation starts at 9am in the morning and by afternoon, the negotiated
trades happen either on screen or via brokers, but again even state government securities. So,
today the overall state government security market would be more than 1000 crores overall
traded volume. So, again these auctions are regularly held by RBI. So, even at that 1000s of
crores worth of securities are bought and sold on a single day. So, these are not as liquid as
central government securities, but I would think somewhat more liquid than corporate bonds. So,
most liquid very recently issued central government securities, old government securities will be
next in line, third would be the state government securities and fourth would be the corporate
bonds in order of liquidity.
Moderator: Thank you Mr. Vivek. Next question is from Mr. Santosh. Please go ahead.
Santosh: I just want to know, one thing about the equity as you said most stocks are high
dividend yield stocks. So, when a dividend is declared is it reflected on now or is it re
maturing the some of the stocks or the bonds?
Rajeev Thakkar: So, equity share let us say we have bought at Rs.100 and the stock has paid a
dividend of Rs.4 let's say, then there is something called the ex-dividend date on the market. So,
if the stock is Rs.100 yesterday and today's the ex-dividend date, then typically the stock price
will fall to the extent of the dividend. So, what was 100 yesterday becomes quoted at 96 today
and we are eligible to get the Rs.4 different that is there, so in terms of NAV at the end of the
day, market price we would take as Rs.96 plus we will take the Rs.4 as receivable So, the NAV
will not fall on account of stock going ex-dividend, that whole piece will remain in the receivables
in the books of accounts and in the NAV as and when that dividend is paid, that money will go
into the bank account. Once the money's in the bank account, we will treat it as normal money
and decide on what is to be done with that fund. It could be used to buy equity says, it could be
used to buy state government bonds or it could be used to buy any. So, then it gets mingled with
the normal funds that we have. Thank you so much. Thank you everyone for participating on
today's call. Operator, we could end the call.
Moderator: Okay, sure. Thank you ladies and gentlemen, this concludes your conference call
for today. We thank you for your participation and for using iJunxion Conference Service. You
may disconnect your lines now and have a pleasant evening ahead. Thank you.
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