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Navigating the Direct, Regular
Dilemma
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While the world of financial is rapidly changing, the
decision-making process hos become increasingly
intricate, with financial planners focing the delicate
task of guiding cliznts through the labyrinth of mutual
fund cheices. One particularly compelling aspect af
this journey is the perennial debate betwean the direct
and the regular plans and the simultansous discussion
around ootive varsus passive fund strategies.

The Case for Looking Beyond Charges

A common trait among Investors s the emphasis
placed on comparing charges when selecting mutual
funds. While charges are urndoubtedly an important
factor, it is crucial to recognise that they are just one
pisce of the lorger puzzle that constitutes a successful
investrment strategy. And, while it rmay be termpting to
simplity decision-making by focusing sclely on
charges, a more nuanced approach s necassary 10
makesinfermed investment choices for the clients.

Expanse ratios represent the percentage of a fund’s
assets used to cover gperating expenszes. They ars
often the primmary point of comparison for many clients.
While it i= essential 1o consider expense rotios, they
should not be viewed in isolation. Some funds with
kigher expanse rotios may outperform thair lower-cost
counterparts, delivering better returns thot cutweigh
the additional fees.

Exit loads, which are the charges incurred when
redeeming units before a specified period, are another
dspect that often garners excessive attention. While
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exit loads are a very minor consideration, they should
not overshadow the importance of aligning investment
timelines with the fund's objectives. Choosing a fund
solely based on lower exit loads may hinder the
potential for long-termwealth creation.

Paradox of Expense Ratios

The conventional wisdom in the world of mutual funds
oftan revolves around minimising expense ratios as a
critical strategy for optimising returns. However, o
deeper examination reveals o paradox—some funds
with higher expensa ratios may outperform their lowear-
cost counterparts, delivering superior returns thot more
than compensate for the additional fees.

Active Managerment and Performance: Funds with
higher expsnse ratios are often actively monagsd,
meaning fund managers actively make strategic
decisions 1o copitolise on market opportunitias. This
proactive approach can result in superiar
parformances, particularly in dynamic market
conditions. The skill und expertise of the fund monagers
play a pivetal role in navigating the intricacies of the
market and generating returns that outweigh the
additionol zosts.

Investing in Expertise: Choosing a fund basad an the
axperlige of ils management team can be o more
fruitful strategy thon solcly focusing on cost reduction,
A skilled fund maonoger can identify lucrative
investrment opportunities, odjust the portfolio based an
morket trends, and actively manage risks—all of which
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contribute to enhanced performance. In such cases,
the higher expenss ralio becomaes a justified
investment in expertise and active decision-rmaking.

While eharges are undeniably a part of the eguation,
financial plonners should adopt o more strategic and
comprehensive approach when recommending
mutual funds to their clients

Understanding Client Goals and Risk Teolerance:
Financiol plannars should prioritise understonding of
their client's financial goals, risk tolerance, ond
investment time horizons. Rather than fixating on
minimising charges, plannars should focus on
selecting nmutugl funds that align with these client-
specific factors. & personolised opprooch ensures thaot
the recommended funds serve the broader financicl
objectives of eachindividual investor.

Emphasising Performance Metrics: Rather than baing
solely cost-driven, financial planners should guide their
cliants by emphasising performance metrics. Historical
performance, risk-cdjusted returns, and the fund
managers track record are crucial indicators of a
mutual fund's potential success. By incorporating thase
factorsinto the decision-making process, planners can
enhance the probability of maating their clisnts'
different goals.

Diversification as a Priority: Financial plannars should
atrass the importonce of diversification to their clients
Mutual funds provide a conveniant avenue for
diversifying across various asset closses and sectors,
Recommending funds bosed on their diversificotion
strategies and how well they complement the overall
investrment portfalio is vital, sometimes oubweiching
the consideration of charges.

Long-Term Perspective: Encouraging clients to adopt
a long-term investment perspective is paramount.
whila charges may seem significant in the short term,
their impact diminishes over extended periods.
Financial planners should educdte clients about the
potential berefits of staying invested through market
fluctuations and the positive impoct on wealth
accumulation ovar time,

Risk Management Strategies: Mutual funds differ in
their approach Lo risk management. Financiol planners
should thoroughly analyse a funds risk management
strategiss and assess their compatibility with the risk
appetite of their clisnts. Choosing funds bosed on
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robust risk management practices can contribute
significantly to the overall success of an investment
partfolio.

Customising Recommendations: Recognising that
one size does not fit all, fincncial planners should
customise their mutuacl fund recommendations based
on the unigue finonciol prefiles of their clients. Tailoring
recommendations to individucl needs, goals, and risk
tolerance ensures o more meaningful and effective
investrment strategy.

The Direct vs. Regular Dilemma

Direct plans emerged due toregulatory changes (justa
decads ago), offering investors the optien to invest In
mutual funds without involving intermediaries. The
debate surrounding direct vs. regular mutual fund
plans in India is often framed as a choloce between cost
efficiency and professional guidancs,

However, o closer examingtion reveals that the
decision is more compglex than it seems. In pursuing
cost savings through direct plans, investors may
overlook the hidden costs associated with seeking
guidance from a financial planner while novigating the
complexities ofthe direct made.

Client Knowledge and Expertise: Direct plans require
investors to navigate the investment landscope
independently. If clients lock the necessary financial
acumen or time t©o conduct thorough research, the
benefits of lower expense ratios may be oubweighed by
the risks associated with self-dirascted investing.

Holistie Financial Planning: Direct plans may not
sometimes align with the cormprehensive finoncial
planning approach thot considers the entirety of o
client's financial londscape. This is relevont when a
clisnt starts invesling in direct optien withoul
Investrnent advisory supervision or guidance,

Hidden Costs of Independence: While direct plans
boast lower expense ratios, the guest for finoncial
independence comes with chollenges. Investors who
choose the direct route moay still seek the expertise of o
finoncial planner for guidancs, especially when foced
with rmarket uncertainties or complex investrmeant
decisions. In this scenario, the fees paid to the financial
planner offset the perceived cost advantage of direct
plons.

While direct plons come with lower expense ratics, the
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decision 1o choose betwaen direct and regular plans is
multifaceted and extends beyond cos! considerations.

The Role of Guidance and Advice: Financial planners
can bring valuable expertise, offering guidance, advice,
and a personalised approach Lo clients, While direct
plans may seem cost-effective, the dbsence of
professional odvice could lead to suboptimal
investment decisions. Financial plenners can odd
significant value by helping clients navigate market
fluctuations, providing timely advice, and ensuring that
investments align with long-termn financial goals.

Behavioural Considerations: Investor behaviour plays a
crucial role in the success of any investmeant strategy.
The emotional aspects of investing, such as fear and
greed, canimpact decision-making. Financial planners
con help cliants stoy discinlined during market volatility
by providing o behavioural cushien, potentially
offsetting the cosis ossocioted with regulor plans.

Transparency and Disclosure: Financial planners
should emphasise transparancy dnd disclosa all
relevant information to clients. This includes clearly
cuplaining the costs associated with direct and regular
plans. Educating clients about the trade-offs and
helping them make informed decisions ensures a
transparent aond trustworthy advisory relationship.
Finanzial plonners should maintain transparency in
their fes structures. Financia planners can establish
trust ond ansure clients maoka well-informed decisions
by providing clear information about fees and the
value proposition offered.

While the direct vs. regular debate has merits, financial
planners should adopt o progmotic and client-centric
appreach. The decision should be based on carsfully
assessing clients’ knowledge, thar need for guidancs,
and the overall context of their financial goals. By
prioritising comprehensive financial planning and
recognising clients’ diverse needs, financial planners
can steaer cleor of a one-dimsansional focus on costs
and provide mora meaningfuland practical advica.

Action Plan for Financial Planners: Educating investors
about the dynamics of expense ratlios and
performance is crucial, Investors must undesrstand that
o myopic focus on minimiging costs may lead to
missed opportunities for Detter raturns, Emphasising
the importarice of o long-term perspective can help
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investors opprecicte the potential benefits of higher
expense ratios in actively managed funds that aim for
sustained out performance.

= Client-Centric Approach: Prioritize understanding
clients’ financial goals, risk tolerance, and Investmeant
tirmelines befora recommending any mutual fund,

* Holistic Financial Planning: Emphaosize the
imporiones of comprahansive finoncial planning that
aligns invastment stratagies with individual cliant
needs,

= Performance Metrics: Shift the focus from chorgesto
performance metrics, historical returns, and risk-
adjusted performonce when evaluating mutual funds.

= Diversification and Risk Management: Highlight the
benefits of diversification and risk management
strategies, porticulorly inthe context of markst volatiity.

* Long-Term Perspective: Encourage clients to adopt
e ] lnng—fnr"n PRISpacIive, :-Thrrwnn:ing the potantial
beneafits of staying invastad through market
fluctuctions.

« Hidden Costs Awareness: Educate cliznts obout the
hidden costs cssociated with independence in the
direct mode, including the value of professional odvice

and behavioural coachin 0.

= Active vs. Passive Nuances: Provide insights into the
nuances of active and passive funds, emphasising the
potential .advantages of active management,
particularly in dynamic market segments like srmall and
mid-cap.

= Tailored Recommendations: Custormise mutual
fund recommendations based on Individual client
gools, risk appetite, and preferences rather than
adopting o one-size-fits-all opproach.

By integrating these considerations inte their odvisory
practices, inancial planners con offer more nuanced,
tailored advice that empowers clients to make
informed decisions, ultimately optimising tha potential
forleng-term financial succaess.

Taresh Bhatia, CFFS, s the authcr of The Richness
Principles and con be reachead at toresh@tareshiin
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