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Competition for the
limited number of
seats in high-quality

educational institutes within
India is fierce. At the same
time,withdisposable incomes
rising, Indians are becoming
global in their spending
patterns, whether it is on
travel or education. Financial
planners say sendingchildren
abroad forhigher education is
a major goal for eight out of
the 10 parents that come to
them for advice.

Education consultants,
too, attest to the growing
desire among parents to send
childrenabroad. “Thenumber
of studentsheadingabroad for
education fell in 2020 due to
Covid, but it rose again in
2021. And going by the
number of enrolments, it is
likely to be even higher in
2021. Interest from tier II and
III cities is also growing,” says
Neeraj Khanna, co-founder
and director of Bengaluru-
based Spark Career Mentors.

The number of student
visas issued by the United
States to Indian students had
crossed55,000(itwasthehigh-
est ever figure) by August end.

Beginearly
Since the outlay is significant,
begin saving and investing for
it early. When your child is
young, youwon’t knowwhich
courseorcountryhewill go to.
So, begin by making assump-
tions. “Begin by targeting an
expensive country and course
youwould likeyourchild togo
to. If she chooses another
country or a course that costs
less, you will have a surplus,
which is fine. Alternatively,
begin by allocating what you
can afford towards this goal,”
says Vishal Dhawan, chief

financial planner, Plan Ahead
WealthAdvisors.

Adds Arvind A Rao, certi-
fied financial planner and
founder, Arvind Rao &
Associates: “Consider both the
coursefeeandthecostofliving.
It isprudentnottofactor inany
stipend thechildmayearn.”

Takeinflationintoaccount
Once youhave chosen a coun-
try and a course, get an esti-
mate of the current costs from
the websites of a few colleges
or universities. Take the cur-
rentcostandapplyaninflation
factor to it for the number of
years left.Taketheaveragecon-
sumer inflation for that coun-
try, and multiply it by 1.5-2
timestogettheeducationinfla-
tion.Tothat,addanotherthree

per cent for currency depreci-
ation. If the average consumer
inflation in a country is 3 per
cent, education inflation will
be 4.5-6 per cent. Add 3 per
cent forcurrencydepreciation.
So, be prepared for the cost to
rise 7.5-9per cent annually.

Buildequity-heavy
portfolio
Choose the asset mix for this
portfolio based on your time
horizon. If youhavemore than
seven years left, build an
equity-heavy portfolio with
allocationashighas80-100per
cent. “Risk-averseparentsmay
opt for a higher allocation to
debt,” saysAnkurKapur,man-
agingpartner,PlutusCapital, a
Sebi-registered investment
advisory firm.

In the equity portion, use
passive funds (in the large cap
space) and flexi-cap active
funds. Include international
funds. “Allocation to interna-
tional funds can be 40-50 per
cent of the equity portfolio for
an effectivehedge against cur-
rency depreciation,” says
Dhawan. Investviathesystem-
atic investmentortransferplan
(SPI/STP) route.

Parents who may dip into
the corpus for other goals
should use Unit-Linked
Insurance Plans (Ulips). “The
five-year lock-in is useful for
them,” saysRao.

On the fixed-income side,
use shorter-duration debt
funds. If the time horizon is
long,medium- to longer-dura-
tion fundsmayalsobeused.

Parents with a girl child
may use the Sukanya
Samriddhi Account on the
fixed-income side. “The
return is attractive at 7.6 per
cent and is tax-free,” saysRao.
However, the timelines for
withdrawal are
rigid. Public
Provident Fund
(PPF) may be
used if the goal is
more than 15
years away.Long-
term company
fixed deposits
from blue-chip companies
may also be included.

Buy adequate term insur-
ance so that the child's plans
arenotcompromisedincaseof
an eventuality.

Monitoryourportfolio
Asyourchildgrowsupandyou
haveclarityonthecountryand
the course, revise your target.
“Also keep an eye on the costs
of your target colleges and
courses to ensure you are on
track,” saysKapur.

Lookupyourportfolioonce

every year. When the markets
underperform you may lag
behind your target. Bump up
yourinvestmentsinsuchyears.
Whenthemarketoutperforms,
you may get ahead of target.
Don’t stop or reduce your
investments in such years.
“Ensure that your active funds
are performing consistently
and beating their bench-
marks,” says Arnav Pandya,
founder,Moneyeduschool.

Reduceequityallocationas
you get closer to your goal.
“When you are three years
away, bring the equity alloca-
tion down to 60 per cent, and
then to zero over the next two
years,” says Pandya. Shift
money frommedium-or long-
duration debt funds to lower-
duration funds.

Mistakestoavoid
Money for this goal is not
required at one go. Pay-outs
happen over a few years. Also,
your child’s departure to the
foreigncollegemaygetdelayed

beyond 18 because
she may decide to
take a year off, or
she may try a sec-
ond time if she
doesn’t get the
right college or
course in her first
attempt. Since you

can’t control the timing, keep
the corpus in open-end pro-
ducts thatprovide flexibilityof
withdrawal. Children's insur-
ance plans, with their rigid
timelines for withdrawal,
shouldbe avoided.

Investing in real estate to
meet this goal is not advisable.
“Real estate cycles tend to be
long. And in the midst of a
downturn, thisassetclassturns
illiquid. Therefore, stick to
financial assets, which offer
better liquidity and have
shorter cycles,” says Dhawan.

Child’s foreign education: Be
wary of currency depreciation

Thereisaneedtomakesuccessionsmoother
andsimplerbyreimaginingtheentirenomi-
nation process. Today I shall write about
nomination provisions across retirement
schemes: Government Provident Fund (or
GPF, applicable to government employees
who started their jobs prior to 2005),
NationalPensionSystem(orNPS,applicable
togovernmentemployeeswhostarted their
jobs2005onwards,private-sec-
tor employees, and the self-
employed, including low-
income persons under the
Pension Lite programme), and
Employee Provident Fund
(EPF) with Employee Pension
Scheme (EPS) and Employee
Deposit Linked Insurance
Scheme (or EDLIS, applicable
to all non-government sector employees).

Despite the vintage of the regulations
(GPF regulations date back to 1925), some
provisions are surprisingly modern. Some
schemes allow pre-designating alternative
nominee(s) if the preferrednomineeprede-
ceases thecontributor.Someschemesallow
relatives to withdrawmoney if the contrib-
utor is incapacitated.Mostallownomination
to be seen, changed or made online. These
provisions are quite modern and worthy of
emulation by the relatively more modern
mutual fund industry.

However, the rest of the nomination
provisions are soaked in paternalism and
are sexist. They treat the contributor
not as an investor but as a recipient of
government benefits.

First, there is the insistence across the
board that only “family members” can be
nominee(s), and that too as defined under
each scheme. Each scheme even has a dif-
ferentdefinitionofwhatconstitutes family.
Even the three schemes governed by the
Employees’ Provident Fund Organisation

(EPFO) — EPF, EPS and EDLIS — define
“family”differently. If aperson isestranged
from his family, there is no possibility of
him leaving his money to anybody other
than his family.

Theprovisionsalsodifferentiatebetween
maleandfemalecontributors.Afemalecon-
tributorcanappointherdependentparents-
in-law as nominees, but the husband can’t
have his wife’s parents as nominees even if
theyaredependentonhim. InEPF, thedef-
inition of family and the rules for who can
or can’t be nominated are extremely com-
plicated.Thedetailinggoestotheextentthat
thereisevenarulesayinganomineeaccused
of murdering the contributor can’t be paid
thedueswhile the trial is on.

Some schemes invalidate earlier nomi-
nations after events like the subscriber’s
marriage.Oneratherdraconianprovision is
that if an unmarried contributor hadnomi-
natedherparents,andthengetsmarriedbut
forgets to update the nomination, the

account is treated as one
without anominee.

These rules can perhaps
be justifiedasbeingproducts
of the times in which they
were created. But there is no
excuse for not revising them
to reflect new realities and
social mores. They need to
reflect the basic fact that the

EPFO, GPF authorities and Pension Fund
Regulatory andDevelopmentAuthority are
fund managers for individuals’ long-term
retirement savings. While reasonable safe-
guards should be built in, there can’t be
restrictionsonthe individual’s right to leave
hermoney towhoever shewants.

Truthbetold, thefocusofretirementsav-
ing has been on accumulation, with little
attentiontowhathappens if thecontributor
dies. It is time for a comprehensive review
of the provisions tomodernise and harmo-
nise them across retirement products. A
recent white paper has made several valu-
able suggestions in this regard.

Note: This article is based on the White
Paper:“ReimaginingNominations—Making
Succession Smoother and Simpler” written
by Pramod Rao (Chief General Counsel of
ICICI) inhispersonalcapacity.Mycolleagues
andIatARIA,aSection8not-for-profitcom-
pany,provided inputs for thewhitepaper.

ThewriterheadsFeeOnlyInvestmentAdvisers
LLP,aSebi-registeredinvestmentadviser
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COSTS ACROSS COUNTRIES AND COURSES
Countries Undergraduatecourses Annualtuition

fee(~lakh)

US ComputerScience,Engineering, 26-45
Economics,Business,PureScience

Canada ComputerScience,Engineering, 21-33
Economics,Business,Psychology

UK ComputerScience,Engineering, 18-30
Economics,Law,Medicine

France IT,Business,Finance,Fashion,Hospitality 17-27

Australia Business,Engineering,Economics, 15-26
Hospitality,Architecture

Source: Spark Career Mentors


