
You must have heard of “Stress Test” 

carried on American and European 

banks during the 2009 crisis which 

brings out the reality on under-

capitalisation of banks and how pre-

pared they are to face unfavorable eco-

nomic scenario. As per Investopedia, 

bank stress test is an analysis conduct-

ed under unfavorable economic scenar-

io which is designed to determine 

whether a bank has enough capital to 

withstand the impact of adverse devel-

opments. The basic 

reason for doing 

the same on banks 

were to find out 

that how much they 

are exposed to 

Credit Risk, Mar-

ket Risk, Liquidity 

Risk, etc and how 

better or worse they can perform or 

manage in such kind of crisis. Since 

then stress test is used to evaluate the 

strength of the financial institutions. 
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Crisis is not limited to Economy or 

corporates. Whatever is happening in 

the economy is directly or indirectly 

affecting us. Moreover in our personal 

financial life, we face so many situa-

tions affecting our financial situation 

like job loss, health problems, car 

break down, accidents, sudden rise in 

children’s school fee etc. so it becomes 

inevitable that we should also pass 

through a stress test to find out how 

prepared are we to face or manage 

such kind of crisis. Stress testing is a 

useful technique for determining 

how a portfolio will fare during a 

period of financial crisis. Now port-

folio can be of any type like Invest-

ments portfolio, Income portfolio, 

expenses portfolio, insurance portfo-

lio etc. 
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1. Write down your 

financial situation 

in detail 
a) Your income 

from all the sources, 

b) Expense details 

like your monthly 

rent, children’s 

school fees, House 

expenses, vacations etc., 

c) Your asset details like your finan-

cial assets, Real assets etc., 

d) Your liabilities details like your 

EMIs on home loan, personal loan, 

car loan etc. 

2. Brainstorm and write down some 

simulation scenario question. 
a) What percentage different sources 

of income carry in total income port-

folio and what effect it will make in 

your personal finance if one or two 

sources get stopped?  
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You wouldn't take a long road trip with-

out a map. In the same way, you need a 

road map for your financial future. A 

financial plan looks at where you are 

today and where you want to go.  
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Life is very fragile and even more so is health. Most of 

the times people take life and health for granted and as-

sume that things are always going to be fine and therefore 

also take planning for life and medical covers very light-

ly. 

Life is becoming very dynamic in every sense with each 

passing day, be it in the area of work, relationships or 

health and yet people risk health for the sake of work 

or money. Then they spend that money to artificially re-

store health with medication, helping and enriching only 

the medical fraternity. Though mankind has evolved and 

progressed very fast and is capable of innovating medical 

solutions for various medical conditions, it has failed to 

keep up pace with the ever changing and evolving viruses 

that infiltrate our bodies. Sometimes these viruses occupy 

a place for a long time, even till the last moments of life, 

creating damage beyond repairs. This thought itself cre-

ates nervousness and can have devastating impact on the 

family, their future and finances. 
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� Dialysis, cancer which needs recurring medication, 

restrictions on movements & deteriorating physical 

condition with limitations in employability. 

� Paralysis requires long recovery periods with contin-

uous monitoring and medication leading to bed rest 

& total dependence resulting into unemployment and 

concern for the rest of the family. 

� Heart aches, diabetes leads to continuous diet moni-

toring, careful movement and other limitations. 

All the above conditions result, most of the times, in re-

duction of earnings & working capacity for longer peri-

ods and sometimes in its discontinuation also, which in-

variably necessitates alternate resource requirements for 

the family. In such circumstances the rest of the family 

has to shoulder not only the day to day expenses, but also 

the additional ongoing medication costs along with the 

future requirements such as education, marriage etc. and 

any shortfall can lead to a compromise.  Even if the full 

family is insured one needs to understand in advance, that 

the medical cover does not take care of expenses such as 

second opinions, travelling to and fro for various tests 

and the time spent by attendants, besides being mired by 

limitations by way of a cap on the cost shared by the in-

surer among other things. 
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1. Prevention is always better than cure: Health first, 

nothing can beat this. Every family can work as a team 

and be aligned to the goal, which certainly calls for re-

view of the: 

� Day to day workouts and exercise habits 

� Food habits 

� Stress 

2. Medical history: Analysing family’s medical histo-

ry, every individual’s existing medical conditions, un-

derstanding and accordingly deciding the strategy 

3. Medical cover: Based on the above 

� The quantum of coverage required, Individual poli-

cy or Floater one, further wherever one has the employ-

er’s cover, is it enough or should one go for an addi-

tional personal policy now or in the future 

� The limitations of the policy with respect to cover-

age of conditions, limitations of amount covered etc. 

4. Critical illness cover: should be specifically opted 

for based on family history and wherever affordable. 

5. Medical corpus: Comes in very handy in cases like: 

� No coverage due to age or existing ailments or lim-

its in the policy 

� Continuous care and medication is required for 

longer periods of time 

� Discontinuation / partial continuation of regular 

work either of the effected or the caretaker. 

6. Continuity of income: In extreme conditions, calls 

for someone to take over the role to run the show or 

bear the additional burden, besides providing the care 

and support.  So a qualitative check about the employa-

bility in the family – is the spouse ready and capable 

enough to take over the burden of the family and to 

lead it through the situation future, if necessary? 

7. Support systems: With the weakening of the 

joint family system, relationships counts all the 

more, if maintained and reciprocated well with 

family, friends and colleagues. The support pro-

vided can be in terms of: 

� Financial 

� Physical presence during hospitalisation since 

one need to attend the affected as well as the ones 

at home or school etc. 

� Understanding the nitty-gritty with the hospital 

and attending doctor and medical cover formalities 

8. Financial Literacy: Comes from continuously 

sharing on aspects like investments, liabilities etc. 

Awareness and readiness helps families to align 

better on various aspects like health, lifestyle, fi-

nances, understanding, overall growth etc. and deal 

with such disasters better. 
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Systematic Investment Plans (SIPs) have become a 

common terminology in most cities now. People use 

SIP as a generic name for mutual fund investments. 

We commonly hear people say they want to invest in 

SIP, like asking for Colgate when buying toothpaste 

or Bisleri for bottled water.  Systematic withdrawal 

plan (SWP) is comparatively an unknown entity. 
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In essence, SWP is the reverse of SIP. Where in SIP 

you look at accumulating a corpus by making regu-

lar investments into a fund, in SWP you regularly 

withdraw a fixed amount of money from a 

fund.  The amount to be withdrawn and the frequen-

cy is fixed by the investor. So you can have a month-

ly, quarterly or annual frequency for any fixed 

amount that you wish to receive.  

Mr Gupta would 

be very happy to 

receive a fixed 

amount in his ac-

c o u n t  e v e r y 

month, when he 

retires. Anchal is 

currently on a sab-

batical to bring up 

her baby. She 

would be thrilled to put her savings to use for gener-

ating a small regular income flow for herself. SWP 

can help Mr Gupta and Anchal plan their cashflows. 

This is one of the many methods available for gener-

ating a regular income from your savings. 

Let us look at some examples of how this strategy 

will work. Say Mr. Gupta has Rs.10 lakhs which he 

wants to use for generating income through SWP. 

Let’s look scenarios with investments in three dif-

ferent type of funds. 

� Amount Invested: Rs 10 lakhs 

� Systematic withdrawal amount: Rs 10000 

per month 

� Date of SWP: 2nd of every month 

� Start of SWP: 02 Feb 2010 

� End of SWP: 20 Feb 2013 

� Total amount withdrawn: Rs 240000 

For simplicity we have taken three funds from the 

same fund house and not considered taxation in 

these calculations. 

Balance in Folio as on 4 Feb 2013:  

� HDFC Top 200 Fund (G): Rs 9.07 lakhs 

� HDFC MIP LTP (G): Rs 8.71 lakhs 

� HDFC Income Fund (G): Rs 8.39 lakhs 

Let’s look at a hypothetical case where you invest 

Rs 10 lakhs and the fund gives a return of 9%p.a. 

You run a SWP of Rs 10000 per month.  In this 

case your funds will last you for 182 months. That 

means will be funding more than 15 years of your 

needs. In this case, if your annual withdrawal is 

less than the expected annual rate of return, then 

the SWP can run to perpetuity. So if our fund can 

be expected to give 9% return, if you draw only 7-

8% of the invested corpus every year, you can use 

your one time investment forever. 

Let us look some other popular fixed income prod-

ucts which are the Senior Citizen Savings Scheme 

(SCSS) and the Post Office Monthly Income 

Scheme (POMIS). 
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Both these schemes offer guaranteed returns. But 

they also have limitations in terms of amount, period 

and mode of holding. SCSS allows maximum in-

vestment of Rs 15 lakhs in one name and is currently 

offering a rate of 9.3% p.a. Which means you can 

get a minimum monthly income of Rs 7750 from 

this source. Similarly POMIS allows maximum in-

vestment of Rs 4.5lakhs in single name and Rs 9 

lakhs in joint name. Current rate of return is 8.2%. 

Hence the maximum monthly income from this 

source can be Rs 6150. Both these incomes will be 

fully taxable as per the tax slab applicable to the in-

vestor.  

So while the income is guaranteed and regular, there 

are other restrictions. In such scenarios, SWP  option 

of MF becomes a strong contender for a place in the 

portfolio as a big support to these options. 
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Regularity: With an SWP, you are assured of get-

ting a fixed amount at your pre-determined frequen-

cy. The problem with other options like a monthly 

income plans, which pay dividends, is that the 

amount and the frequency of the payouts is not 

fixed. Sometimes, if there is no appreciation which 

can be distributed, you might have no dividends to 

be paid. Hence every month you will have different 

amounts coming in and some month there might be 

no money received. 

Taxation: SWP is better from the taxation point of 

view too. In debt funds dividends are paid after de-

duction of dividend distribution tax (DDT) of 

28.32%. So that will be your tax in case you depend 

on dividend income from your debt mutual funds. In 

case of SWP, you 

will pay a short 

term capital gain 

(STCG) or a long 

term capital gains 

t a x  ( L T C G ) . 

Though STCG 

may be more ex-

pensive as it is on 

the income slab of 

t h e  i nv e s t o r , 

LTCG will be beneficial as it is a fixed rate of 10% 

or 20% with indexation. Things get better in case 

of SWP from equity funds. As the long term capi-

tal gains from equity mutual funds are exempt in 

case of holding beyond a year, you end up paying 

no tax on the withdrawals. 

Inflation Protection: Most of the fixed income 

instruments do not offer inflation beating returns. 

So, though the principal may be secure, the income 

might fall short of needs in future. Here again 

SWP scores in terms of generating returns to keep 

up with inflation especially if you opt for an equity 

fund. 

The only drawback in the SWP is that it will at 

some point eat into your capital. But judicious mix 

of investment instruments will ensure that your 

primary goal of income generation will be met 

without you running out of money in times of 

need.  

So the conclusion is that SWP is a noteworthy 

strategy to use for generation of regular income in 

various scenarios. 
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How irritating and annoying is this for someone who is 

earning a decent salary, working with one of the best em-

ployers of the world and that too at a senior level, to see 

his loan application get rejected. Unbelievable!! Isn’t it?? 

But it actually happened with one of my good friends. 

The reason quoted by the bank is Bad Credit score. Yes, 

these days besides looking at the income part, loaner al-

ways refers to the credit score of the applicant before 

passing on any loan application. 
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An individual’s Credit Score provides a lender with an 

indication of the “probability of default” by the individu-

al based on their credit history. The Score tells a lender 

how likely you are, to pay back a loan (should the lender 

choose to sanction your loan) based on your past pattern 

of credit usage and loan repayment behavior. This Credit 

score is maintained by CIBIL. 
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One should have a clear understanding onto the factors 

affecting one’s credit score, so that he does not make 

mistake unknowingly for which he has to repent later on. 

1. Loan Repayments/defaults history : This is the most 

important among all the factors to leave an impact on 

your credit score. If ever you have made any default in 

paying EMIs on any of your credit facility like personal 

loan, car Loan, home loan etc. your credit score is bound 

to be negatively affected. Even if you are in a habit of 

paying minimum balance as it indicates that you are hav-

ing trouble servicing your existing obligations. 

Solution to this could be to pay your EMIs on time. Nev-

er use credit card to such an extent that you are not able 

to repay it in full. Better to put reminders on your phone, 

mail which reminds you of the due date. Also it is advisa-

ble to issue the payment cheque 4-5 days in advance so 

that it gets credited on time to the loan/Credit card a/c. 

2. High utilization of credit limit: Be in limit while us-

ing your credit limits. Keep your balances low. High uti-

lization of credit limit is viewed as high burden on your 

repayment capacity and thus puts a negative impact on 

your credit score. If at all you are in emergency then bet-

ter to divide the usage in 2 cards (if you have). 

 3. Higher percentage of unsecured credit: Personal 

loans and credit cards come under the category of unse-

cured loans, as you don’t have to give collateral against 

these loans. Being expensive, it requires more outflow in 

terms of repayment, thus high percentage of these loans 

in your loan portfolio history puts negative effect on your 

credit score. 

Better to keep a healthy mix of all types of credits like 

car loan, home loan etc. and use judiciously. 

4. Don’t be credit hungry : The number of enquiries 

you have made for loans which also includes the re-

quest by you to  increase your credit card limit is 

viewed as you are in badly need of loan. Even if you 

are using some of the credit facilities a lender is likely 

to view your application with caution. This credit hun-

gry behavior indicates that your debt burden has or is 

likely to increase and will put pressure on your repay-

ment capacity going forward. 

So don’t play with your credit score with saying yes to 

all preapproved loans, applying for all lifetime free 

credit cards, taking personal loans to give down pay-

ment for house along with taking home loan etc. 

 5. Cancel your credit cards: While using more of 

credit card is viewed negatively by CIBIL, having more 

cards also viewed as more liquidity available. Though 

you should not apply for more cards, but if you have 

many then you may consider cancelling few and keep-

ing few.  

6. Help with wisdom : Many times it has been seen 

that to help a friend or relative we are in a habit to give 

guarantee or become a joint applicant to the loan appli-

cation. But in future, do it with caution, as any default 

made by the actual user will put negative impact on 

your credit score also. In co-signed or jointly held ac-

counts, you are held liable for missed payments. 

7.  Review your credit history timely : Keep abreast 

with your credit score. Make it a habit of applying for 

your credit score every year, so you should take neces-

sary action wherever required. 

The above mentioned points are important to improve 

your credit score, but please note that every loan pro-

vider have their own process of sanctioning the loan. 

This credit score is just referred to view the credit his-

tory of the applicant. Ultimate decision remains with 

the loan provider only. 
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For e.g. what if Rs 10,000/- p.m. that you get from your 

tenant suddenly stops…would you be able to continue 

with your EMI payments? 

b) What percentage different areas of expenditure carry 

in total expense portfolio and what effect it will make in 

your personal finance if there’s a sudden rise in one or 

two areas for e.g. what would be your personal finance 

situation if suddenly your kid’s school fees rise by 50% 

and which carries around 10% weightage in your total 

expense. 

c) What’s the liquidity situation in your assets portfo-

lio? This means what percentage of portfolio is immedi-

ately liquidable in case of emergency requirements for 

e.g. if you suddenly met with an accident, then do you 

have enough liquidity to manage the family expenditure 

or you suddenly get a call that your cousin/nephew has 

got engaged and marriage is planned next month…are 

your finances ready to manage such sort of sudden ex-

penditures. 

d) What percentage different assets carry in your invest-

ment portfolio and how volatile your Investment portfo-

lio is? What affect your Investment portfolio will have 

if there’s sudden fall in the stock market or due to a 

government policy effecting real estate market. 

You have to do some brainstorming yourself or with 

your family members and other stake holders to find out 

different simulations. You may also take the help of 

financial planners. 

3. Find out the best possible answers to these questions 
Like for the question asked above, if you have enough 

liquidity, sources of income, proper asset allocation in 

investments, adequate insurances to fall back upon with 

which you may not feel pinch in any of the crisis situation 

then it’s completely fine .You passed the test. But if in 

any of the situation you don’t have the comfortable an-

swer then that is the cause for concern. 

What if you can’t pass your own stress test? Unlike a 

bank, you probably can’t go out and raise more capital, 

unless your relatives are very generous. There are some 

ratio analysis techniques which can help you figure out 

what should be the liquidity position in your assets, the 

maximum debt you should take and many other things 

But ultimately this is you who have to work on the situa-

tion and bring your finances in order. You can reduce 

your spending, pay off your costly loans, Follow a proper 

asset allocation approach and do goal based investing, 

diversify your investments or you can set up a line of 

credit for use in emergencies. 

See, there’s no requirement of having every penny that 

you would need to get through a crisis. But figure out how 

much you will have, how long it will last and where you 

could get some help if circumstances beyond your control 

hit your family’s finances. You should not wait for any 

unfavorable situation to do such test as what Ameri-

cans have done. It’s better to learn from other people’s 

mistakes and do a stress test on your own personal finance 

to manage the uncertainties confidently. 

&������
����"
���-�����#�
���
���������	�������'��

 

On its most fundamental level, Planning acts to eliminate 

your financial fear: what would happen if you become unem-

ployed, become disabled, or passed away? Planning can't 

prevent those things from happening, but it can, within cer-

tain tolerances, prevent them from turning into financial dis-

asters. On the upside, I think planning gives you the best pos-

sible chance to grow and protect your earnings and assets so 

that you can live, as nearly as possible, financially worry-

free. And so that you can do the things you want for the peo-

ple you care about & achieving your goals.  

Financial Planning takes into account the inter-related na-

ture of the goals that one has & helps in deploying the fi-

nances so that the high priority goals are given precedence & 

are met. It takes away the uncertainty out of life and brings in 

peace of mind. 
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Web: www.arkfp.in  Blog: www.tflguide.com 

CERTIFIED FINANCIAL PLANNER
CM 

and 

CFP
CM 

are certification marks owned outside the U.S. by 

Financial Planning Standards Board Ltd. (FPSB). Financial 

Planning Standards Board India is the marks licensing au-

thority for the CFP
CM

 marks in India, through agreement 

with FPSB.  

This newsletter is published by The Financial Planners’ Guild, India 

& distributed by its members. Newsletter is designed to provide 

general useful information on Financial Planning & Personal Finance. 

It is not intended as specific investment, financial, legal, or tax advice 

for any individual. While the information contained herein was 

obtained from reliable sources, it cannot be guaranteed as to 

completeness or accuracy. Before acting on any of the information 

provided, consult the planner. © FPGI 

Visit my Blog  www.TFLguide.com 


