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MUTUAL FUNDS IN

INDIA

Simple ¢ Lucid ¢ Practical

“The stock market is a device for transferring money from the
impatient to the patient.”
— Warren Buffett
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What is a Mutual Fund?
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A Mutual Fund is a professionally managed investment vehicle that pools money from
many investors — individuals, institutions, and corporates — to collectively invest in a
diversified portfolio of securities such as stocks, bonds, government securities, gold,
and other assets.

Think of it like this: Imagine 1,000 people each contributing 10,000 to a common
pool. That pool of X1 crore is then managed by a skilled fund manager who invests it
wisely across different securities. Each investor owns units proportional to the amount
invested, and all gains, losses, dividends, and expenses are shared accordingly.

“Do not save what is left after spending; instead spend what is left
after saving.”
— Warren Buffett

| How Does a Mutual Fund Work?

Who is Involved What Happens

1. Fund Asset Management Creates & manages the mutual fund scheme

House Company

(AMC)

2. SEBI Regulator Regulates and oversees all mutual funds in India

3. Trustee = Board of Trustees Holds assets on behalf of investors; ensures
compliance

4. Bank / Custodian Safekeeps the securities bought by the fund

Custodian

5. R&T Registrar & Maintains investor records; processes transactions

Agent Transfer Agent

6. Investor = You Buy/sell units; earn returns proportional to
investment

| Key Characteristics

* Regulated by SEBI: All mutual funds in India are registered with and
regulated by SEBI, ensuring transparency and investor protection.

* Diversification: Your money is spread across multiple securities, reducing the
risk of loss from any single investment.

* Professional Management: Expert fund managers with dedicated research
teams manage the portfolio on your behalf.

* Liquidity: Most open-ended funds allow redemption on any business day.

* Affordable Entry: Start investing with as little as Y100 per month through SIP.

* Transparency: NAV declared daily; portfolio holdings disclosed every month.

¢ India's mutual fund industry manages over X65.74 lakh crore (365.74
trillion) in AUM as of March 2025, crossing ¥81.92 lakh crore by April 2026 —
with over 23.45 crore investor folios as of FY2025, rising to 26.63 crore by
January 2026. The industry has nearly tripled in 5 years, reflecting a
fundamental shift in Indian household savings towards market-linked
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instruments.

What is NAV and How is it Calculated?

NAV stands for Net Asset Value. It is the per-unit price of a mutual fund scheme on
any given business day. In simple terms, NAV tells you how much one unit of a mutual
fund is worth today.

NAV FORMULA

NAV = (Total Market Value of All Assets - Liabilities & Expenses)
+ Total Number of Units Outstanding

| Practical Example

Component Amount (X)

Total value of stocks & bonds held X 105 crore
Cash & other receivables X 5 crore

Total Assets X 110 crore
Management fees & expenses payable X 1 crore

Net Assets (Assets - Liabilities) X 109 crore
Total Units Outstanding 10 crore units
NAV per Unit = X109 cr + 10 cr = X 10.90 per unit

| Key Points About NAV

* Declared Daily: NAV is calculated and published at the end of every business
day, after market hours, typically by 11 PM.

* Not Like Share Price: A higher NAV does NOT mean an expensive fund. What
matters is the percentage growth (return) over time.

* Applicable NAV Rule: For equity funds, apply before 3 PM to get same-day's
NAYV; after 3 PM, next business day's NAV applies.

*  Growth vs IDCW: Growth option NAV grows continuously; IDCW (dividend)
option NAV drops after each payout.

+ Tip: Never choose a fund based on a low or high NAV. A new fund at Y10 is
NOT cheaper than an existing fund at I200. Always evaluate performance
track record, consistency, and fund manager quality.

What is AUM — Assets Under Management?
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AUM — Assets Under Management — refers to the total market value of all
investments managed by a mutual fund scheme (or an entire AMC) at any given point
in time.

If 10,000 investors have collectively invested X500 crore in a scheme, and the value
has grown to X700 crore due to market appreciation, the AUM of that scheme is X700
crore.

| Why Does AUM Matter?

Factor What it Means for Investors

Fund Credibility Larger AUM generally reflects investor trust and fund
stability.
Cost Efficiency Higher AUM spreads fixed costs over more investors — can

lower expense ratio.

Liquidity Risk Very large AUM in small/mid cap funds can cause price
impact on trades.

Fund House Scale Total AMC AUM indicates research capacity and industry
standing.

| Ideal AUM — Rule of Thumb

* Large Cap / Flexi Cap Funds: AUM size is less of a concern; larger AUM
generally fine.

* Mid Cap Funds: Very large AUM (X20,000+ crore) can affect agility; moderate
AUM preferred.

* Small Cap Funds: Smaller AUM (X2,000-X8,000 crore) better for nimble
portfolio management.

* Debt / Liquid Funds: Higher AUM often better — reflects confidence and
stability.

» India's Largest Mutual Fund AMCs (by MF AUM, April 2026): SBI MF — #1
with ~X11.92 lakh crore; ICICI Prudential MF — #2 with ~311.42 lakh crore;
HDFC MF — #3 with ~X7.5 lakh crore; Nippon India MF — #4 with ~34.2 lakh
crore. Total industry MF AUM crossed ¥81.92 lakh crore by April 2026, nearly
tripling in 5 years. Note: ICICI Prudential surpassed HDFC to become the 2nd
largest AMC.

Mutual Fund Plans & Options — Growth, IDCW

Payout, IDCW Reinvestment Explained

Every mutual fund scheme in India is offered in two dimensions: a Plan (Regular or
Direct) and an Option (Growth or IDCW). Understanding these choices — and their
tax, compounding, and income implications — is fundamental to making the right
investment decision. Many investors unknowingly choose the wrong option and lose
significant wealth over time.
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| The Two Plans — Regular & Direct

As covered in detail in Section 4D, every fund scheme comes in a Regular Plan (sold
through distributors, higher expense ratio) and a Direct Plan (invested directly, lower

expense ratio). Always choose Direct Plan for better long-term returns.

| The Two Options — Growth & IDCW

Within each plan, you must choose between two options:

Feature Growth Option IDCW Option (formerly
Dividend)

Full Name

What happens to
profits?

NAYV behaviour

Income in hand

Compounding effect

Tax treatment

TDS on distribution

Best for

Recommended for

Growth Option

All profits reinvested within
the fund; NAV grows over
time

Continuously rises as returns
compound

None during holding period;
wealth accumulates silently

Full compounding — profits
earn profits

Tax only on redemption
(LTCG/STCG based on
holding period)

Not applicable

Long-term wealth creation;
investors not needing regular
income

Almost all investors (90%+ of
cases)

| The Three Sub-Types of IDCW Option

The IDCW option itself comes in three variants. Understanding each is important,

Income Distribution cum
Capital Withdrawal (IDCW)

A portion of profits
distributed periodically to
investors

Falls after each distribution
(by the amount paid out)

Regular payouts — monthly,
quarterly, or annually

Partial compounding —
distributed amount stops
compounding

Each distribution taxed as
income at your slab rate —
every time

10% TDS if IDCW exceeds
5,000 in a financial year

Investors genuinely needing
periodic income (retirees,
etc.)

Only when regular cash flow
is the primary need

especially if you are considering it for income purposes:

» 1. IDCW Payout (formerly Dividend Payout)

The fund distributes profits directly to the investor's registered bank account. The

NAYV of the fund falls by exactly the amount distributed on the record date.

Cash is credited to your bank account on the payout date

What happens
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NAV impact NAYV falls by the distributed amount on the record/ex-
dividend date

Frequency Monthly / Quarterly / Annual / Irregular (fund's discretion)

Is it guaranteed? NO — distributions are not guaranteed; entirely at the
discretion of the fund manager based on distributable
surplus

Tax Entire IDCW amount added to your income; taxed at your

slab rate (10%/20%/30%); TDS @10% if > X5,000/year

Suitable for Retirees or investors needing cash flow — BUT SWP from
Growth option is almost always more tax-efficient

Common Mistake Many investors think IDCW = 'free money' or 'extra return'.
It is NOT. It is your own money being returned to you, and
your NAYV falls accordingly.

» 2. IDCW Reinvestment (formerly Dividend Reinvestment)

Instead of crediting cash to your bank, the distributed amount is used to buy
additional units of the same fund at the prevailing ex-dividend NAV. This creates a
reinvestment loop — but at a tax cost.

Attribute Details

What happens Declared IDCW is reinvested by purchasing additional units
at ex-NAYV price

NAV impact NAYV falls by distribution amount; additional units allotted to
compensate

Net effect on portfolio = Theoretically same total value as Growth option — BUT with

value a critical difference: tax is triggered

Tax disadvantage Every reinvestment is a taxable event — IDCW taxed at slab

rate even though you received no cash. This silent tax drag
compounds badly over time

TDS 10% TDS deducted before reinvestment if IDCW >
35,000/year

vs Growth Option Growth option is strictly superior — same reinvestment
effect WITHOUT the tax drag

Verdict Avoid this option entirely. Growth option + occasional
redemption achieves the same result with far less tax.

» 3. Growth Option — The Recommended Default

In the Growth option, all profits, dividends received from underlying stocks, and
capital gains within the fund are retained and reinvested internally. The NAV grows
steadily over time reflecting all these reinvested earnings. You receive no periodic
payouts — but your wealth compounds silently and tax-efficiently until you choose to
redeem.

What happens All internal earnings reinvested; NAV grows continuously

Your role Simply hold; let compounding work; redeem when you need
money or your goal arrives
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Tax

Compounding
Flexibility

For regular income
need

Verdict

Pay tax only once, at redemption — LTCG/STCG based on

fund type and holding period

Maximum — 100% of returns stay invested and compound

Redeem any amount, any time (subject to exit load)

Use SWP (Systematic Withdrawal Plan) instead of switching

to IDCW

Default choice for virtually all investors — long-term, short-
term, salaried, retired, aggressive, conservative alike

| IDCW vs Growth — The Numbers Tell the Story

Consider two investors — Meena (IDCW Payout) and Suresh (Growth) — both
investing X10 lakh in the same fund for 10 years. Assumed gross return: 12% CAGR.

Tax bracket: 30%.

Parameter

Initial Investment

Annual IDCW Received
(assumed ~8%)

Effective annual tax on
IDCW

Corpus after 10 years
(approx.)

Tax on redemption

Net corpus after all
taxes

Difference

Meena — IDCW Payout
Option

X10,00,000

~X80,000/year — taxed
@30% = 324,000 tax/year

X24,000/year x 10 years =
32,40,000 total tax paid

~X22,50,000 (compounding
partially broken by payouts
and tax)

Minimal (low remaining
gains)

~X22,50,000

Suresh — Growth Option

X10,00,000

No payout; all reinvested

Zero during holding period

~X31,06,000 (full
compounding, Growth
@12%)

LTCG tax on ~X21,06,000
gain = ~X2,63,000 (12.5%)

~X29,08,000

Suresh has 36,58,000 MORE
— from the same
investment!

» Key Lesson: Suresh (Growth option) ends up with ¥6.58 lakh more than
Meena (IDCW) from the identical investment over 10 years. The difference
comes entirely from: (1) Uninterrupted compounding in Growth option, and (2)
Lower total tax burden — pay once at redemption vs paying every year on
distributions. The Growth option's single biggest advantage is that it keeps the
tax man at bay for as long as you stay invested.

| When Should You Actually Choose IDCW?

Despite being generally inferior to Growth, the IDCW Payout option may be
appropriate in specific situations:
* Zero Tax Bracket Investors: If your total annual income (including IDCW)

keeps you in the 0% tax bracket (below X3 lakh under old regime / X7 lakh
under new regime), IDCW is tax-free and provides useful cash flow.
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* Genuine Cash Flow Need: If you have no other income source and genuinely
need money periodically — though SWP from Growth option is almost always

better.

* Senior Citizens with Low Income: For retired investors with very low other
income whose IDCW receipts would still fall below taxable threshold.

* Short Investment Horizon: For very short-term parking (< 3 months) in liquid
funds, IDCW vs Growth may not matter significantly.

¢+ Golden Rule: In 95% of situations, choose GROWTH option. If you need
regular income, set up a SWP (Systematic Withdrawal Plan) from the Growth
option rather than switching to IDCW. The tax saving over 10-20 years is
enormous. IDCW Reinvestment should almost never be chosen — it gives you
the worst of both worlds: no cash, but full tax liability.

| Plan & Option — Quick Decision Guide

Your Situation

Salaried investor, wealth
creation goal

Salaried investor, tax
saving (Section 80C)

Retired, need monthly
income

Retired, very low income
(below tax threshold)

Investing through bank /
relationship manager

Short-term parking (< 3
months, liquid fund)

Child's education corpus —
15 years away

NRI investor

Recommende

d Plan

Direct Plan
Direct Plan —
ELSS

Direct Plan
Direct Plan
Insist on Direct
Plan

Direct Plan

Direct Plan

Direct Plan

Recommended Option

Growth

Growth

Growth + SWP (NOT IDCW)

IDCW Payout (may be acceptable)

Growth

Growth (negligible difference)

Growth (maximum compounding)

Growth (TDS applies on IDCW for
NRIs — avoid)

Types of Mutual Funds

Mutual funds in India are classified by SEBI into several categories based on asset
class, investment style, market capitalisation, and risk profile. Understanding the
types helps you pick the right fund for your goal.

“Wide diversification is only required when investors do not
understand what they are doing.”

— Warren Buffett
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4A — Equity Funds by Market Capitalisation

Market Capitalisation = Current Share Price x Total Number of Shares Outstanding.
SEBI has clearly defined the boundaries as follows:

Category SEBI Definition Compan Risk Return
ies Potential

Large Cap Top 100 companies by ~100 Low- Stable,
full market cap Medium moderate
Mid Cap 101st-250th companies ~150 Medium- Higher than
by market cap High large cap
Small Cap 251st company onwards = 1000s High-Very @ Highest; very
High volatile

» Large Cap Funds

Large Cap Funds invest at least 80% of assets in the top 100 companies — India's
most established blue-chips like Reliance, TCS, Infosys, HDFC Bank. They offer stable,
predictable returns aligned with Nifty 50 / Sensex.

* Lower volatility compared to mid & small cap funds

* Suitable for investors with 3-5 year horizon and moderate risk appetite

* Example schemes: HDFC Top 100, ICICI Pru Bluechip, Mirae Asset Large Cap

» Mid Cap Funds

Mid Cap Funds invest at least 65% in companies ranked 101st-250th by market cap —
the 'growth engines' of tomorrow. These are businesses that have established
themselves but still have significant room to grow.

* Higher return potential than large caps over a 5-7+ year horizon

* More volatile; can fall sharply in market downturns

* Example schemes: Nippon India Growth Fund, HDFC Mid-Cap Opportunities,
Kotak Emerging Equity

» Small Cap Funds

Small Cap Funds invest at least 65% in companies ranked 251st and beyond. These
are smaller, often lesser-known companies with high growth potential but also high
risk.

* Can deliver exceptional returns over long periods (7-10+ years)

* Extremely volatile — can fall 50-60% in a downturn; demand patience and
strong nerves

* Example schemes: SBI Small Cap, Axis Small Cap, Nippon India Small Cap

/. Small & mid cap funds can be extremely rewarding long-term, but are not
suitable for short-term goals or investors who cannot withstand sharp
drawdowns. Always match the fund to your time horizon.
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4B — Other Key Equity & Hybrid Categories

» Multi Cap Funds

SEBI mandates Multi Cap Funds to invest at least 25% each in large, mid, and small
cap stocks — maintaining a minimum 75% equity. The remaining 25% can be in any
segment.
* Advantage: Built-in diversification across all market segments in a single fund.
* Risk: Compulsory small cap (25%) makes it more volatile than pure large cap.

* Suitable for: Investors wanting a one-fund equity solution with medium-to-high
risk appetite.

» Flexi Cap Funds

Flexi Cap Funds invest at least 65% in equities, but the fund manager has complete
FLEXIBILITY to allocate across large, mid, and small caps in any proportion based on
market conditions.

* Advantage: Manager can dynamically shift — increase large cap during
uncertainty, boost small cap during rallies.

* Suitable for: Moderate-to-aggressive investors who trust active management
with a 5+ year horizon.

* Example schemes: Parag Parikh Flexi Cap, HDFC Flexi Cap, Quant Flexi Cap

» Balanced Advantage Funds (BAF) / Dynamic Asset Allocation

BAFs dynamically manage equity-to-debt ratio based on market valuations (P/E, P/B
ratios). When equity is expensive, they reduce equity and increase debt — protecting
downside automatically.
* Advantage: Acts as a market-intelligent fund; reduces the risk of investing at
market peaks.
 Tax Benefit: Most BAFs maintain equity taxation (LTCG after 1 year) while
being conservative in overvalued markets.
* Best for: Conservative-to-moderate investors, retirees, and first-time equity
investors.
* Example schemes: HDFC Balanced Advantage, ICICI Pru BAF, Edelweiss BAF

» Hybrid Funds — Overview Table

Hybrid Type Equity Debt Best Suited For
Allocation Allocation
Aggressive Hybrid = 65%-80% 20%-35% Moderate-aggressive; 4+ yr
horizon
Conservative 10%-25% 75%-90% Conservative; near retirement;
Hybrid 2-3 yr
Balanced Hybrid 40%-60% 40%-60% Moderate; 3-5 yr horizon
BAF (Dynamic) 30%-80% 20%-70% All profiles; ideal for retirees
dynamic dynamic
Multi Asset Min 10% each Equity + Debt Diversification seekers
Allocation + Gold/Other
Arbitrage Fund Min 65% Rest in debt Conservative; short-term; tax-

For Educational Purposes Only | Page 10 of 54 | © SubbuS



Mutual Funds in India — A Comprehensive Guide Prepared by SubbusS, Retired Banker

gross (near- efficient

zero net)
Equity Savings 10-25% net Min 10% debt Low-risk equity; income-
Fund equity seeking

» ELSS Funds — Equity Linked Savings Scheme

ELSS funds are equity funds with a mandatory 3-year lock-in that qualify for tax
deduction under Section 80C (up to X1.5 lakh per year under the old tax regime).

Lock-in Period: 3 years — shortest among all 80C investments (vs PPF's 15
years, NSC's 5 years).

Tax Benefit: Up to 346,800 tax savings per year at 30% tax bracket + cess.
Returns: Historically 12-15% CAGR over long periods — far superior to PPF or
NSC.

LTCG Tax: Returns above X1.25 lakh/year taxed at 12.5% — still very
favourable (Budget 2024).

Suitable for: Salaried individuals & professionals under the old tax regime
with 3+ year horizon.

Example schemes: Quant ELSS, Mirae Asset ELSS Tax Saver Fund, Canara
Robeco ELSS Tax Saver Fund

» Thematic & Sectoral Funds

Thematic funds invest at least 80% in equities following a specific theme
(Infrastructure, ESG, Manufacturing, Digital India) or sector (Banking, IT, Pharma,
FMCQG).

Risk: High concentration risk — if the theme/sector underperforms, the fund
suffers significantly.

When to Use: Use only with strong conviction about a specific theme, and for
no more than 10-15% of equity portfolio.

Suitable for: Experienced, aggressive investors only. Not for beginners.

4C — Debt Mutual Funds

Debt funds invest in fixed-income instruments: Government Securities, T-Bills,
Corporate Bonds, Debentures, Commercial Paper, Certificates of Deposit. Generally
safer than equity, with lower returns.

Debt Fund Investmen Invests In Risk
Type t Horizon

Overnight Fund 1 day Overnight securities Lowest

Liquid Fund 7 days - 3 Money market instruments up to  Very Low
months 91 days

Ultra Short 3-6 months Instruments: 3-6 month duration Very Low

Duration

Low Duration 6-12 months Instruments: 6-12 month Low

Fund duration

Money Market 6-12 months Money market; up to 1-year Low

Fund maturity
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Short Duration 1-3 years Short-term bonds; 1-3 yr Low-Medium

Fund duration

Medium 3-4 years Instruments: 3-4 yr duration Medium

Duration Fund

Long Duration 7+ years 74+ yr duration instruments High —

Fund Interest Rate
Risk

Dynamic Bond 3-5 years Active duration management Medium-High

Fund

Corporate Bond = 2-3 years Min 80% in AA+ rated bonds Low-Medium

Fund

Credit Risk Fund 3-5 years Min 65% in below-AA bonds High — Credit
Risk

Banking & PSU 2-3 years Min 80% in bank/PSU bonds Low

Fund

Gilt Fund 5-7 years Min 80% in Government Low credit;

Securities High rate risk
Floater Fund 1-3 years Min 65% floating rate Low

instruments

» Post-April 2023 Tax Change: All debt fund gains are now taxed as per your
income tax slab, with no indexation benefit. This makes Fixed Deposits tax-
equivalent for most investors. However, debt funds still offer flexibility,
diversification, and no TDS on growth option redemptions.

Direct Plan vs Regular Plan — Why Direct is

Always Better

Every mutual fund scheme in India is available in TWO variants: Regular Plan and
Direct Plan. Understanding the difference between them is arguably one of the most
important — and most overlooked — aspects of mutual fund investing.

| What is a Regular Plan?

In a Regular Plan, you invest through an intermediary — a mutual fund distributor,
bank relationship manager, or financial broker. The AMC pays this distributor a trail
commission ranging from 0.5% to 1.5% per year, embedded in the fund's expense
ratio. You pay this cost indirectly, every single year, as long as you remain invested.

| What is a Direct Plan?

In a Direct Plan, you invest directly with the AMC — through its website, MF Central,
or zero-commission platforms like Groww (Direct), Zerodha Coin, or Kuvera. There is
no distributor, so no commission is paid. The expense ratio is significantly lower, and
every fraction of a percentage saved compounds into massive wealth over time.

For Educational Purposes Only | Page 12 of 54 | © Subbu$S



Mutual Funds in India — A Comprehensive Guide Prepared by SubbusS, Retired Banker

Regular Plan Direct Plan

Who invests?

Through distributor / agent /

Directly with AMC or direct

bank platforms

Lower — no distribution
commission

Expense Ratio Higher (includes distributor

commission 0.5%-1.5%)

NAV Lower (higher costs Higher (lower costs
deducted daily) deducted daily)
Returns Lower by 0.5%-1.5% every Higher by the expense ratio

year difference

Long-term Impact Significantly lower corpus

over 20-30 years

Substantially higher wealth
creation

Best for Investors needing hand-

holding / advisory

Self-directed, financially
aware investors

| The Real Cost of Regular Plans — A Compelling Example

Two investors — Ravi (Regular Plan) and Suresh (Direct Plan) — invest X10,000/month

in identical equity funds for 25 years. The only difference: expense ratio.

Monthly SIP: 10,000 | Duration: 25 Years | Gross Fund Return: 12%
CAGR

Regular Plan Expense Ratio: 1.50% — Net Return to Investor: 10.50%
Direct Plan Expense Ratio: 0.50% — Net Return to Investor: 11.50%

Investor Net CAGR Corpus After 25 Total
Years Investe
d

Ravi Regular Plan 10.50% X1,38,46,000 X30,00,0
00

Suresh Direct Plan 11.50% X1,70,22,000 330,00,0
00

DIFFERENCE Direct saves 1.00% p.a. X 31,76,000 EXTRA —

(Suresh earns ~1% p.a.

MORE)

» Suresh (Direct Plan) earns ¥31.76 lakh MORE than Ravi from the same
X10,000/month SIP over 25 years — purely by eliminating the distributor
commission. That extra ¥31.76 lakh is more than 26 years' worth of one
monthly SIP amount! The 1% annual difference, compounded over decades,
creates a massive wealth gap.
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| How to Invest in Direct Plans

* AMC Websites: Visit the fund house website directly (e.g., hdfcfund.com,
icicipruamc.com, sbi-mf.com) and select 'Direct Plan' during investment. All
major AMCs offer online direct investing.

* Groww (groww.in / Groww App): India's #1 mutual fund platform by active
users (1.25 crore+ as of June 2025). Offers 5,000+ direct mutual fund schemes
across 25+ AMCs — commission-free. Features include: SIP setup in 2 minutes,
one-tap switch from Regular to Direct Plan, SIP pause/stop, goal-based
investing, portfolio tracker, ELSS tax-saving investments, US stocks, ETFs and
FDs — all in one app. Available free on Android and iOS. Ideal for first-time and
experienced investors alike.

* Zerodha Coin (coin.zerodha.com): Direct mutual fund investing with no
commission. Holds MF units in Demat form. Best suited for investors who also
trade in stocks through Zerodha. Free for Zerodha account holders.

* Kuvera (kuvera.in): Free direct mutual fund platform with excellent portfolio
analytics, goal planning, tax harvesting alerts, and family portfolio
management. No charges, no commissions. Ideal for goal-oriented investors.

* MF Central (mfcentral.com): SEBI's official centralised platform for all
mutual fund transactions across all AMCs. Invest, redeem, switch, update
nomination, and get Consolidated Account Statement (CAS) — all in one login.
No charges.

* Paytm Money / Upstox / Angel One: Other popular platforms offering direct
plan investing with zero commission. Paytm Money offers SIP starting X100
with simple KYC.

* SEBI-Registered Investment Advisor (RIA): If you need personalised advice
along with direct plan investing, engage a fee-only SEBI-RIA who charges a
transparent advisory fee — not commissions from your investments.

. Always verify you are selecting 'Direct Plan — Growth Option'. Many bank
and broker platforms default to Regular Plans. Check the scheme name —
Direct Plans always say 'Direct' explicitly (e.g., 'HDFC Flexi Cap Fund — Direct
Plan — Growth').

| Direct Investment Platforms — Comparison at a Glance

Platform Best For Key Features Charges Direc
t

Plans
?

Groww First-time 5,000+ direct funds; SIP from = X0 for MFs; @ Yes —
App / investors; all- X100; one-tap Regular—Direct = X20/trade 100%
groww.in in-one switch; goal tracker; ELSS; US for stocks Direct
platform stocks; ETFs; FD — all in one
app
Zerodha Zerodha stock = MF units held in Demat; X0 for MFs Yes —
Coin account integrates with stock portfolio; (Zerodha 100%
holders good for active traders who account Direct
also do MFs needed)
Kuvera Goal-oriented Superior analytics; goal 0 — Yes —
investors; tracking; tax harvesting alerts; completely 100%
families family portfolio management; free Direct
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WhatsApp-based updates

MF Central @ Investors Official SEBI platform; all 30 — Yes —
(SEBI) across multiple AMCs; CAS in one place; government 100%
AMCs nomination management; no platform Direct
transaction limits
Paytm Mobile-first Simple app; SIP from X100; X0 for MFs  Yes —
Money investors NPS available alongside MFs; 100%
easy KYC Direct
AMC Investors in Maximum control; direct 30 Yes —
Website one specific relationship with fund house; 100%
(Direct) AMC no intermediary Direct
Bank Investors Relationship manager Hidden: NO —
(Regular wanting hand- guidance; bundled with 0.5-1.5% Regula
Plan) holding banking services annual trail r Plan
commission = only;
AVOID

Groww — India's #1 Choice for Direct Mutual Fund Investing

* 1.25 crore+ active investors as of June 2025 — India's largest stock broker
by active NSE users

¢ 5,000+ direct MF schemes across 25+ AMCs — all commission-free, all in
one app

e SIP setup in under 2 minutes; SIP pause, skip, step-up — all on app
* One-tap switch from Regular Plan to Direct Plan for existing investments

* Goal-based investing, portfolio tracker, tax-saving ELSS, Gold ETF, US
stocks, FDs — one platform

* Free download on Android & iOS | Website: groww.in

Note: Groww also has its own AMC (Groww AMC) and offers PMS. However,
always evaluate any fund on merit — platform popularity does not determine fund
quality.

Debt Mutual Funds vs Fixed Deposits — A

Detailed Comparison

Fixed Deposits (FDs) have been the default savings instrument for generations of
Indian investors. While safe and familiar, FDs have several important limitations
compared to well-chosen debt mutual funds. Here is an honest and comprehensive
comparison.

Fixed Deposit (FD) Debt Mutual Fund

Returns 5.5%-7.5% p.a. (locked-in 6.0%-8.5% p.a. (market-
rate) linked; varies by type)

Taxation Interest fully taxed at slab rate Taxed only on redemption at
— every year, even if not slab rate (post-Apr 2023)
withdrawn
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TDS

Liquidity

Reinvestment Risk

Credit Safety

Flexibility

Nomination

Inflation Beating

10% TDS if interest exceeds
40,000/year (X50,000 for
senior citizens aged 60+)

Premature withdrawal penalty
(0.5%-1%)

Rate may fall at maturity —
must reinvest at lower rates

DICGC insured up to X5 lakh
per bank

Fixed tenure; no partial
withdrawal

Available

Marginally; real returns often
near zero

No TDS on Growth option
redemptions

Redeemable any business day;
no penalty in most funds

No fixed tenure; portfolio
dynamically managed

No insurance; credit risk
varies by fund quality

Flexible — invest / redeem any
amount, any time

Available; SEBI-mandated for
all individual folios

Better chance with good fund
selection

¢ Key Advantage of Debt Funds Over FDs: Even though both are now taxed at
slab rate (post-April 2023), debt funds have a 'tax deferral' advantage — you
pay tax ONLY when you redeem, not annually. This means more money
remains invested and compounding throughout the holding period, resulting in
a higher effective corpus at the time of redemption.

| Debt Fund Categories with Indicative Schemes & FD Comparison

The following scheme names are purely illustrative examples of reputed funds in each
category. They are not investment recommendations. Investors should conduct their
own research or consult a SEBI-RIA before investing.

» 1. Liquid Funds — The Savings Account Replacement

What it Invests In

Expected Returns

Ideal Horizon

Risk Level

vs FD

Illustrative Schemes

Money market instruments maturing within 91 days — T-Bills,
Commercial Papers, Certificates of Deposit

6.0%-6.8% p.a. — significantly better than savings account
(3%-4%)

1 day to 3 months

Extremely Low — shortest duration, highest quality
instruments

Better than 7-15 day FDs; no lock-in; instant redemption up to
350,000/day in most funds

HDFC Liquid Fund, SBI Liquid Fund, ICICI Pru Liquid Fund,
Mirae Asset Cash Management Fund

» 2. Ultra Short Duration Funds — Better than Short-Term FDs
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What it Invests In Debt instruments with Macaulay Duration of 3-6 months
Expected Returns 6.5%-7.2% p.a.

Ideal Horizon 3 to 6 months

Risk Level Very Low — minimal interest rate sensitivity

vs FD Comparable or better returns than 3-6 month FDs with full

liquidity and no premature withdrawal penalty

Illustrative Schemes  HDFC Ultra Short Term Fund, Aditya Birla SL Savings Fund,
Nippon India Ultra Short Duration Fund

» 3. Money Market Funds — The 1-Year FD Alternative

What it Invests In Money market instruments up to 1-year maturity — T-Bills,
CPs, CDs

Expected Returns 6.8%-7.3% p.a.

Ideal Horizon 6 months to 12 months

Risk Level Low — high credit quality instruments

vs FD Matches or beats 1-year FD returns with no lock-in and full
flexibility

[llustrative Schemes  Aditya Birla SL Money Manager Fund, HDFC Money Market
Fund, Tata Money Market Fund

» 4. Short Duration Funds — The 1-3 Year FD Upgrade

What it Invests In Bonds with Macaulay Duration of 1-3 years; mix of
government and corporate bonds

Expected Returns 7.0%-8.0% p.a.

Ideal Horizon 1 to 3 years

Risk Level Low to Medium — some interest rate sensitivity but
manageable

vs FD Can generate 0.5%-1% higher returns than equivalent FDs

with better liquidity

IMustrative Schemes HDFC Short Term Debt Fund, ICICI Pru Short Term Fund,
Axis Short Duration Fund, Kotak Bond Short Term

» 5. Corporate Bond Funds — Quality Yield with Safety

What it Invests In Minimum 80% in highest-rated (AA+/AAA) corporate bonds —
blue-chip company debt

Expected Returns 7.2%-8.2% p.a.

Ideal Horizon 2 to 3 years
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Risk Level Low to Medium — excellent credit quality with modest
duration risk

vs FD Typically 0.5%-1.2% higher than bank FDs of similar tenure;
better tax treatment via deferral

Illustrative Schemes  Aditya Birla SL Corporate Bond Fund, HDFC Corporate Bond
Fund, ICICI Pru Corporate Bond Fund

» 6. Banking & PSU Debt Funds — Near-Sovereign Safety

What it Invests In Minimum 80% in bonds issued by banks, PSUs, and public
financial institutions

Expected Returns 7.0%-7.8% p.a.

Ideal Horizon 2 to 3 years

Risk Level Low — government-backed issuers; near-sovereign credit
quality

vs FD Fettler returns than most bank FDs with near-sovereign safety
eve

Illustrative Schemes  DSP Banking & PSU Debt Fund, Kotak Banking & PSU Debt
Fund, Nippon India Banking & PSU Debt Fund

» 7. Dynamic Bond Funds — Active Duration Management

Attribute Details

What it Invests In Mix of short and long-term bonds; fund manager shifts
duration based on interest rate outlook

Expected Returns 7.0%-9.0% p.a. (varies significantly with rate cycles)

Ideal Horizon 3 to 5 years

Risk Level Medium to High — depends on manager's rate call accuracy
vs FD Can significantly outperform FDs in rate-cutting cycles; may

underperform in rising rate environment

Illustrative Schemes  ICICI Pru All Seasons Bond Fund, Aditya Birla SL. Dynamic
Bond Fund, SBI Dynamic Bond Fund

» 8. Gilt Funds — Pure Government Securities

Attribute Details

What it Invests In Minimum 80% in Central and State Government Securities —
zero credit default risk

Expected Returns 7.0%-10%+ p.a. (highly variable based on interest rate
movements)

Ideal Horizon 5 to 7 years

Risk Level Zero credit risk; HIGH interest rate risk — NAV fluctuates

sharply with rate changes
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vs FD Can deliver 10-12% in rate-cutting cycles; can also give
negative short-term returns when rates rise

Iustrative Schemes  SBI Magnum Gilt Fund, HDFC Gilt Fund, ICICI Pru Gilt Fund,
Nippon India Gilt Securities Fund

Worked Example: FD vs Corporate Bond Fund (X10 Lakh, 3 Years,
30% Tax Bracket)

Parameter Mrs. Kamala (Bank FD) Mr. Gopal (Corporate
Bond Fund)

Amount Invested X10,00,000 10,00,000

Gross Annual Return 7.00% 7.80%

TDS / Advance Tax 10% TDS + advance tax No TDS on Growth option
annually

Tax Payment Timing Every year on accrued Only on redemption after 3
interest years

Effective Post-Tax ~4.90% p.a. ~5.46% p.a. (deferral

Return benefit)

Corpus After 3 Years ~X11,54,000 ~X11,73,000

(post-tax)

Liquidity Penalty on premature exit Redeem any day without

penalty

» Verdict: Even with identical tax rates post-2023, Mr. Gopal earns ~%19,000
more from the same investment purely due to: (1) Higher gross returns from
corporate bond fund vs FD, (2) Tax deferral advantage — no annual TDS, (3)
No reinvestment risk, (4) Better liquidity. Over longer periods and larger
amounts, this difference grows substantially.

Mutual Fund Taxation — LTCG and STCG

Explained

Understanding taxation on mutual fund gains is critical to estimating your actual take-
home returns. The Income Tax Act distinguishes between Short-Term Capital Gains
(STCG) and Long-Term Capital Gains (LTCG) based on the fund type and holding
period.

Part A — Equity & Equity-Oriented Funds (more than 65% in
equities)

Parameter STCG — Short Term LTCG — Long Term
Capital Gain Capital Gain

Holding Period Less than 12 months 12 months or more

Tax Rate 20% flat (effective July 23, 12.5% on gains above X1.25
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X1.25 Lakh Exemption

Applicable Funds

Practical Impact

Loss Set-off

2024 — Budget 2024,
revised from 15%)

Not available

Equity, ELSS, Aggressive
Hybrid (>65% equity), most
BAFs

Avoid equity funds for <1
year goals — 20% tax is
steep

STCL can offset STCG and
LTCG

lakh/year (revised from 10%;
effective July 23, 2024; no
indexation)

First X1.25 lakh of LTCG is
tax-free each year (raised
from X1 lakh by Budget
2024)

Same funds held for 12+
months

Hold more than 1 year —
12.5% LTCG is still very
favourable

LTCL can offset only LTCG

lakh

only

LTCG Equity Example (FY 2025-26 rates)
Invested X5 lakh in equity fund — Value after 18 months: X7 lakh — Gain: X2

First X1.25 lakh: Tax-FREE | Tax on remaining 75,000 @ 12.5% = X9,375

Effective tax on X2 lakh gain = just 4.69% — highly investor-friendly!

equity)

Part B — Debt & Conservative Hybrid Funds (less than 65%

Holding Period

Tax Rate (post-April
2023)

TDS
Applicable Funds

Practical Advantage

Pre-April 2023
Investments

Less than 36 months

At your income tax slab rate

No TDS on Growth option

Liquid, Short Duration,
Corporate Bond, Gilt,
Dynamic Bond

Tax deferred to redemption
— no annual TDS unlike FDs

Consult CA for transitional
rules — indexed LTCG may
apply in some cases

36 months or more

At your income tax slab rate
(indexation removed)

No TDS on Growth option

Same held 36+ months

Tax timing in your control;
redeem in low-income year

Transitional rules apply; get
advice

| Part C — Hybrid & Other Fund Types — Quick Reference
LTCG (Long

Fund Category

Aggressive Hybrid

Term)

20%

12.5% above

Holding
Period for
LT

12 months
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Fund (>65% equity) X1.25 lakh

Balanced Advantage 20% 12.5% above 12 months

Fund (>65% gross) X1.25 lakh

Conservative Hybrid Slab rate Slab rate 36 months

(<65% equity)

Arbitrage Fund 20% 12.5% above 12 months

(treated as equity) X1.25 lakh

Equity Savings Fund 20% 12.5% above 12 months

(~65% gross) X1.25 lakh

ELSS Fund (>80% N/A — 3-yr 12.5% above 3-yr lock-in

equity) lock-in X1.25 lakh satisfies this

Gold Fund / ETF Slab rate Slab rate 36 months

International / FOF Slab rate Slab rate 24 months
(for select
funds)

| Part D — Smart Tax Planning Tips for Mutual Fund Investors

* Harvest X1.25 Lakh LTCG Annually: Every year, redeem enough equity fund
units to realise exactly X1.25 lakh in LTCG — this is entirely tax-free.
Immediately reinvest. This resets your cost basis and avoids accumulating large
future tax.

* SWP is More Tax-Efficient than IDCW: SWP redemptions tax only the gain
component, not the principal. IDCW (dividend) payouts are fully added to
income and taxed at slab rate — often a worse outcome.

* Avoid Unnecessary Switches: Every fund switch — even within the same AMC
— is a taxable redemption. Switch only when truly necessary.

* Time Redemptions in Low-Income Years: If you retire or have a lower
income year, redeem larger chunks — the same gains attract far less tax.

* Set Off Losses Strategically: Short-term capital losses can be set off against
both STCG and LTCG. Long-term losses only against LTCG.

/. Tax Update (Budget 2024 — effective July 23, 2024): STCG on equity funds
revised upward from 15% to 20%. LTCG on equity funds revised upward from
10% to 12.5%, while the annual exemption was raised from X1 lakh to I1.25
lakh. Budget 2025 made no further changes to mutual fund capital gains
taxation. Always consult a Chartered Accountant or SEBI-RIA for the latest and
personalised tax guidance before investing.

Nomination in Mutual Funds — A Critical but

Neglected Step

“Failing to plan is planning to fail. Nomination in investments is not
paperwork — it is an act of love and responsibility towards your
family.”

— Adapted from Benjamin Franklin
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Nomination is the process of designating a person — or persons — who will receive
the proceeds of your mutual fund investments in the event of your death. Failing to
nominate can cause enormous legal and financial hardship for your loved ones at the
worst possible time.

| Why is Nomination So Critical?

Without Nomination — The Painful Reality: Your family must go through a
lengthy, costly legal process — obtaining a succession certificate or probate
from a court — just to claim the money you worked a lifetime to accumulate.
This can take 1-5 years and cost significant money in legal and court fees.
With Nomination — A Seamless Transfer: The nominee simply submits a
death certificate, their KYC, and a transmission request to the AMC or R&T
agent. The process typically takes only 2-4 weeks.

SEBI Mandate (2023): SEBI has made nomination mandatory for all
individual folio holders. Investors who do not nominate must explicitly 'opt out'
in writing. Non-compliance can result in the folio being frozen — meaning you
cannot even redeem your own investment.

| Key Rules for Nomination

Number of nominees Up to 3 nominees allowed per folio

Percentage allocation Specify what % each nominee receives (must total 100%)
Minor nominees Allowed — must specify a guardian for minor nominees
Who can nominate? Individual investors and NRIs; not applicable to

company/trust accounts

How to nominate? Online (AMC website / MF Central) or offline (Nomination

Form with signature + witness)

Nominee vs Legal Heir Nominee has the right to receive assets; legal heirs have

ultimate ownership under personal law. Nominee should
ideally be a legal heir.

Updating nomination Can be changed any time via a fresh nomination form

Joint folios All joint holders must sign; nomination activates only

when all joint holders are deceased

| What Happens After Death of the Investor?

Nominee Exists: Nominee submits: Death Certificate + Nominee's KYC +
Transmission/Redemption Form. AMC transfers units or pays out proceeds
within 2-4 weeks.

No Nominee — Single Holder: Family must obtain legal heirship certificate /
succession certificate / probate from court. Can take 1-5 years and significant
legal costs.

Joint Holder Survives: Units automatically transfer to the surviving holder.
Nomination is activated only after all joint holders are deceased.
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| How to Add / Update Nomination Today

* Online via MF Central (mfcentral.com) — manage all folios across AMCs from
one login

* Via your investment platform — Groww App, Zerodha Coin, Kuvera, Paytm
Money all allow nomination update in account settings

* AMC website — log in to each AMC and update nomination under 'Folio
Services'

* Offline — download Nomination Form from AMC website, fill with witness
signature, submit to R&T agent

» Urgent Action for Every Investor: Log in to your mutual fund folios today
and verify nomination is in place. It takes under 10 minutes online and can
save your family years of legal anguish. This single administrative act is one of
the most powerful things you can do for your loved ones' financial security.

Passive Funds — Index Funds, ETFs & Factor-

Based Funds

Passive funds are investment vehicles that simply replicate a market index — such as
the Nifty 50, Sensex, Nifty Next 50, or Nifty Midcap 150 — rather than trying to beat
it through active stock-picking. The fund manager's role here is not to outperform but
to faithfully mirror the index composition and weightage. This approach is backed by
decades of global research showing that most active fund managers fail to consistently
beat their benchmark indices over the long term, especially after accounting for costs.

“Most investors, both institutional and individual, will find that the best
way to own common stocks is through an index fund that charges
minimal fees.”

— Warren Buffett

| Types of Passive Funds in India

» 1. Index Funds

An Index Fund is a mutual fund that invests in exactly the same stocks, in the same
proportion, as a specific index. For example, a Nifty 50 Index Fund holds all 50 stocks
of the Nifty 50 in the same weights as the index. When the Nifty rises 1%, the fund
rises approximately 1% (minus minimal tracking error and expense ratio).

How it works Mirrors index composition exactly; rebalances only when
index changes

Expense Ratio Very low — 0.05% to 0.20% p.a. (vs 0.5%-2% for active funds)

Tracking Error Difference between index return and fund return; lower is
better (aim for < 0.10%)

Key Indices Tracked @ Nifty 50, Sensex, Nifty Next 50, Nifty Midcap 150, Nifty
Smallcap 250, Nifty 500
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Returns Match index returns; no alpha, no underperformance beyond
expense ratio

Tax Treatment Same as equity funds — LTCG @12.5% after 1 year (above
X1.25L exempt); STCG @20%

Illustrative Schemes  UTI Nifty 50 Index Fund, HDFC Index Fund-Nifty 50, Nippon
India Index Fund-Nifty 50, Motilal Oswal Nifty Next 50

» 2. Exchange Traded Funds (ETFs)

ETFs are similar to Index Funds in that they track a specific index, but they trade on
stock exchanges like individual shares throughout the day. You need a Demat account
to buy ETFs. Unlike Index Funds (which you buy at end-of-day NAV), ETFs can be
bought and sold at real-time market prices during trading hours.

How it works Traded on NSE/BSE like stocks; price fluctuates throughout
the day

Expense Ratio Ultra-low — 0.02% to 0.15% p.a. — lowest in the industry

Requirement Demat account + trading account needed

Liquidity Depends on trading volume; some ETFs have low liquidity
(avoid illiquid ETFs)

Types available Equity ETFs (Nifty, Sensex, Midcap), Gold ETF, Silver ETF,
Debt ETF, International ETFs

Tax Treatment Same as Index Funds for equity ETFs; Gold ETF taxed at slab
rate

Ilustrative Schemes  Nippon India ETF Nifty 50 BeES, SBI ETF Nifty 50, HDFC
Gold ETF, Nippon India Gold BeES

» 3. Factor-Based / Smart Beta Funds

Factor funds (also called Smart Beta funds) are a middle ground between pure passive
and active management. They track custom indices built around specific investment
'factors' or strategies — such as quality, value, momentum, low volatility, or dividend
yield — rather than simple market-cap weighting.

Factor What it Targets Best Market Illustrative Schemes
Strategy Condition

Quality Factor = Companies with All market Mirae Asset Nifty 200
high ROE, low conditions; Quality 30 ETF, UTI
debt, stable defensive Nifty200 Quality 30 Index
earnings Fund

Momentum Stocks showing Bull markets; Motilal Oswal Nifty 200

Factor strong recent price trending markets Momentum 30 Index
performance Fund, UTT Nifty 200

Momentum 30

Value Factor Stocks trading Market bottoms;  Nippon India Nifty 50
below intrinsic recovery phases = Value 20 Index Fund,
value (low P/E, ICICI Pru Nifty 50 Value
P/B) 20 ETF

For Educational Purposes Only | Page 24 of 54 | © SubbuS



Mutual Funds in India — A Comprehensive Guide Prepared by SubbusS, Retired Banker

Low Volatility Stocks with lower Bear markets; DSP Nifty 50 Equal Weight

Factor price fluctuations defensive phases Index Fund, ICICI Pru
Alpha Low Vol 30 ETF
FOF

Dividend Yield High-dividend- Income-seeking; UTTI Nifty Dividend

Factor paying stocks stable markets Opportunities 50 Index

Fund, HDFC Nifty
Dividend Opportunities 50

» 4. International / Global Index Funds

These funds track international indices, giving Indian investors exposure to global
equity markets — the US, Europe, emerging markets, and more. They allow
geographic diversification beyond India.

What it tracks S&P 500 (US), NASDAQ 100 (US Tech), MSCI World, Hang
Seng (China), Nikkei (Japan)

Currency Benefit Gains when Indian Rupee depreciates against USD/EUR —
natural hedge

Taxation Treated as debt fund — gains taxed at slab rate (not equity
LTCG rates)

Investment Limit SEBI overseas investment limits apply; some funds are
temporarily closed for fresh purchases

IMlustrative Schemes  Motilal Oswal S&P 500 Index Fund, Mirae Asset NYSE
FANG+ ETF FOF, Franklin U.S. Opportunities Equity Active
FOF (renamed May 2025)

| Active vs Passive — When to Choose What

Choose Passive (Index/ETF) When... Choose Active Funds When...

You want certainty of earning market You believe in the fund manager's ability
returns to outperform consistently

Large Cap space — most active large cap Mid Cap / Small Cap — active managers
funds fail to beat Nifty 50 consistently still add significant value here

You are cost-conscious and want lowest You have identified a fund with a long
expense ratio track record of positive alpha

You are a first-time investor building the = Thematic / sectoral opportunities where
core of your portfolio active calls add value

You want to eliminate fund manager risk = ELSS for tax savings — some active ELSS
completely funds have strong long-term records

You are investing for 10-20+ years and Hybrid / BAF funds where dynamic
want simplicity allocation adds risk-adjusted value

| Suitability of Passive Funds — By Age & Risk Profile

Fund Type Age Risk Profile | Investme Why Suitable
Group nt
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Nifty 50 / Sensex
Index Fund

Nifty Next 50
Index Fund

Nifty Midcap
150 Index Fund

Gold ETF

Factor / Smart

Beta Funds

International

Index Funds

Nifty 50 ETF

20-60 years

25-50 years

25-45 years

All ages

30-55 years

25-50 years

All ages
(Demat
holders)

Conservative
to Moderate

Moderate

Moderate to
Aggressive

Conservative
to Moderate

Moderate to
Aggressive

Moderate to
Aggressive

All profiles

5+ years

7+ years

7+ years

3+ years

5+ years

5+ years

3+ years

Steady market-
matching returns;
lowest cost; good
core holding for any
portfolio

Higher growth than
Nifty 50; future
large caps; slightly
more volatile

Passive exposure to
mid-cap growth;
lower cost than
active mid-cap
funds

Inflation hedge;
portfolio diversifier;
5-10% allocation
recommended

Seeking systematic
alpha over plain
index; suitable for
informed investors

Geographic
diversification; USD
exposure; hedge
against INR
depreciation

Lowest cost equity
exposure; ideal for
disciplined buy-and-
hold investors

on the rest.

+ Core-Satellite Strategy: Consider building a portfolio where 60-70% is in
low-cost Index Funds / ETFs (the 'Core') and 30-40% is in select high-
conviction active funds (the 'Satellite'). This gives you market-matching returns
on the bulk of your money while allowing active funds to add incremental alpha

Income-Oriented Funds — Regular Income

Solutions

Income-oriented funds are specifically designed for investors who need regular,
predictable income from their investments — retirees, senior citizens, those

supplementing a pension, or anyone who needs periodic cash flows without disturbing

the principal significantly. These funds prioritise income generation and capital
stability over aggressive growth.
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Categories of Income-Oriented Funds

» 1. Monthly Income Plans (MIPs) — Now Conservative Hybrid Funds
Originally known as Monthly Income Plans, these are now classified by SEBI as

Conservative Hybrid Funds. They invest 10-25% in equity and 75-90% in debt, aiming

to generate regular income with modest equity upside. The IDCW (dividend) option
distributes income periodically, though this is not guaranteed.

Asset Allocation

Income Frequency

Tax on IDCW

Better Alternative

Ideal For

Illustrative Schemes

10-25% equity; 75-90% debt instruments

Monthly, quarterly, or annual IDCW payouts (subject to
availability of distributable surplus)

IDCW is added to investor's income and taxed at slab rate —
NOT tax-free

Growth option + SWP is more tax-efficient than IDCW option
for regular income

Retirees; senior citizens; investors needing regular income
with low equity risk

HDFC Hybrid Debt Fund, Aditya Birla SL Regular Savings
Fund, Kotak Debt Hybrid Fund

» 2. Equity Savings Funds

Equity Savings Funds maintain approximately 65% in equities (net equity ~15-25%
after hedging), 10% in debt, and the rest in arbitrage. They are designed to provide
equity-like taxation with much lower volatility, making them suitable for generating

moderate income.

Net Equity Exposure
Expected Returns

Taxation

Ideal For

IMustrative Schemes

~15-25% (rest hedged via arbitrage)
7-9% p.a. over 2-3 years

Equity fund taxation — LTCG @12.5% after 1 year (above
X1.25L exempt); far better than debt fund taxation

Investors in high tax bracket seeking regular income with tax
efficiency

Kotak Equity Savings Fund, ICICI Pru Equity Savings Fund,
SBI Equity Savings Fund

» 3. Arbitrage Funds — Low-Risk Regular Income
Arbitrage funds exploit price differentials between the cash (spot) market and futures

market for the same stock. They are virtually risk-free in terms of market direction, as

every position is hedged. Despite being classified as equity funds for taxation
purposes, their actual risk profile is as low as a liquid fund.

How it works

Expected Returns

Simultaneously buy stock in cash market and sell in futures
market; profit from price differential

6-7.5% p.a. — slightly better than liquid funds
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Risk Extremely Low — fully hedged; no directional market
exposure

Taxation Equity fund taxation — LTCG @12.5% after 1 year (above
X1.25L exempt); STCG @20% — far better than FD/debt fund
tax

Ideal For Investors in 30% tax bracket parking money for 6-18 months;

superior to FD on post-tax basis

Illustrative Schemes = Nippon India Arbitrage Fund, ICICI Pru Equity-Arbitrage
Fund, Kotak Equity Arbitrage Fund

» 4. Dividend Yield Funds

These funds invest primarily in high-dividend-paying stocks — companies that
regularly distribute a portion of profits as dividends. They are equity funds but tend to
be less volatile than growth-oriented funds because dividend-paying companies are
typically mature, profitable, and financially stable.

Asset Allocation Minimum 65% in high-dividend-yield stocks

Expected Returns 10-13% CAGR over 5+ years; plus periodic dividend income

Risk Lower than pure equity; dividend-paying companies tend to be
defensive

Taxation Equity fund taxation — LTCG @12.5% after 1 year (above

X1.25L exempt)

Ideal For Moderate investors seeking equity participation with lower
volatility; semi-retired investors

Illustrative Schemes  UTI Dividend Yield Fund, Templeton India Equity Income
Fund, Aditya Birla SL Dividend Yield Fund

» 5. SWP (Systematic Withdrawal Plan) on Hybrid/Debt Funds

While not a separate fund category, the SWP feature used on Conservative Hybrid
Funds, BAFs, or Corporate Bond Funds is arguably the most tax-efficient income
solution for retirees. Instead of relying on IDCW payouts (which are fully taxed), a
SWP redeems only what you need each month — and only the gain portion is taxed,
not the principal.

How it works Set a monthly withdrawal amount; fund redeems sufficient
units automatically

Tax efficiency Only gain component taxed; principal withdrawal is tax-free
Control You decide the amount and frequency; change or stop anytime

Best funds for SWP BAF, Conservative Hybrid, Corporate Bond Fund, Short
Duration Fund

Illustrative Setup 50 lakh in HDFC BAF — Monthly SWP of 30,000 -
Sustainable for 20+ years at 8-9% returns
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| Suitability of Income-Oriented Funds — By Age & Risk Profile

Fund Type Age Risk Profile n Horizon Why Suitable
Group

Conservative 50+ years Conservative 2-3 years Low equity exposure;
Hybrid (MIP) regular income
potential; stable NAV
Equity Savings 45+ years Conservative- 2-3 years Equity taxation with
Fund Moderate low actual risk; great
post-tax income
Arbitrage Fund All ages Conservative 6-18 Near-risk-free; beats
months FD post-tax for
investors in 30%
bracket
Dividend Yield 40-65 Moderate 5+ years Mature company
Fund years exposure; lower
volatility; income +
growth
SWP on 60+ years  Conservative- 5-15years Most tax-efficient
BAF/Hybrid (Retirees) Moderate pension-like income;
capital preservation
SWP on Short 65+ years  Conservative 3-7 years Safety-first; income
Duration Debt from quality bonds;

no market risk

¢ Key Insight: For regular income, always prefer Growth option + SWP over
the IDCW (dividend) option of the same fund. Under IDCW, the entire payout is
taxed as income at your slab rate. Under SWP from Growth option, only the
gain component is taxed — and for equity-oriented funds held over 1 year,
LTCG applies at just 12.5% (with ¥1.25 lakh annual exemption — Budget
2024). This can mean lakhs of rupees in tax savings over a retirement period.

Beyond Mutual Funds — AIF, SIF & Other

Regulated Investment Vehicles

While mutual funds are accessible to all investors starting with X100, India's
investment landscape also includes more sophisticated vehicles designed for high-net-
worth individuals, institutional investors, and those seeking specialised strategies
beyond what conventional mutual funds offer.

| Alternative Investment Funds (AIF)

Alternative Investment Funds (AIFs) are privately pooled investment vehicles
registered with SEBI that collect funds from sophisticated investors for investing in
assets and strategies beyond traditional equities and debt — such as private equity,
venture capital, hedge funds, real estate, infrastructure, and distressed assets.

What it Invests In Who is it For?
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Category I AIF  Start-ups, SMEs, social X1 crore HNIs, family offices,
ventures, infrastructure, institutional investors
early-stage companies supporting emerging
(Venture Capital Funds, businesses
SME Funds, Social Impact
Funds)

Category II Private equity funds, debt X1 crore HNIs, UHNIs seeking

AIF funds, real estate funds, private equity / real
distressed assets — no estate exposure not
leverage allowed available in MFs

Category III Hedge funds, long-short X1 crore Sophisticated

investors, family
offices, ultra HNIs
seeking absolute
returns

AIF funds, funds using complex
trading strategies and
derivatives — can use
leverage

Minimum Investment X1 crore per investor (vs X100 for MFs)
Regulation SEBI-registered; less granular disclosure than MFs
Liquidity Generally illiquid — lock-in of 3-7 years in most cases
Returns Potential Higher absolute returns possible; also higher risk
Transparency Less transparent than MFs; limited daily disclosure
Tax Treatment Pass-through for Cat I & II; Cat III taxed at fund level

Net worth > X5 crore; sophisticated investors with long
horizon and illiquidity tolerance

Suitable for

/' Important: AIFs are NOT suitable for retail investors or those who need
liquidity. They carry significantly higher risk, long lock-in periods, and limited
transparency. Invest in AIFs only if you have a net worth of I5 crore+,
understand the strategy fully, and can afford to lock in capital for 5-7 years.
Always consult a SEBI-registered advisor.

| Specialised Investment Funds (SIF) — Live from April 1, 2025

The Specialised Investment Fund (SIF) is a new SEBI-regulated investment category
that became effective April 1, 2025 (framework announced December 2024). SIFs are
designed to fill the gap between conventional mutual funds and Portfolio Management
Services (PMS) — not between MFs and AIFs. While PMS requires a minimum of I50
lakh and manages each investor's portfolio separately, SIFs pool money like mutual
funds but allow far more sophisticated strategies. DSP was the first AMC to launch a
SIF (DSP Endurance SIF, July 2025).

Effective Date April 1, 2025 (SEBI circular February 27, 2025;
framework December 16, 2024)

For Educational Purposes Only | Page 30 of 54 | © SubbuS



Mutual Funds in India — A Comprehensive Guide Prepared by SubbusS, Retired Banker

Minimum Investment

Who can offer?

Investment Strategies

Key Difference from
Regular MF

Key Difference from
PMS

Key Difference from AIF
Tax Treatment

Early Launches

Target Investors

10 lakh per investor (calculated at PAN level across all
SIF strategies of one AMC)

AMCs with 3+ years in operation and 10,000+ crore
AUM for last 3 years

Long-short equity, sector rotation, tactical asset
allocation, derivatives-based strategies — strategies not
permitted in regular MFs

SIF manager can also take SHORT positions (up to 25%
unhedged) using derivatives — profit from falling markets
too

PMS minimum 50 lakh, manages each portfolio
separately; SIF pools like a MF with I10L minimum

AIF minimum X1 crore; SIF minimum 10 lakh; SIF uses
AMC's existing infrastructure

Same as equivalent mutual fund taxation (equity or debt,
based on strategy)

DSP Endurance SIF (July 2025) — first SIF in India; more
AMCs launching through 2025-26

Upper-HNI investors (X10L+); experienced investors
seeking strategies beyond standard MF offerings

Real Estate Investment Trusts (REITs) & Infrastructure
Investment Trusts (InvITs)

While not mutual funds, REITs and InvITs are SEBI-regulated instruments worth
understanding as part of a diversified investment portfolio, particularly for income-
seeking investors.

Feature REIT (Real Estate InvIT (Infrastructure
Investment Trust) Investment Trust)

What it is

Minimum
Investment
Income

Expected Yield

Risk

Taxation

Examples

Invests in income-generating
commercial real estate —
offices, malls, warehouses

X10,000-X15,000 (traded on
exchanges)

Regular distributions from
rental income (quarterly)

7-9% annual distribution yield
+ capital appreciation

Moderate — commercial real
estate risk; interest rate
sensitive

Distributions taxed as
dividend/interest at slab rate;
capital gains as per holding
period

Embassy Office Parks REIT,

Invests in infrastructure assets
— roads, power plants,
transmission lines, pipelines

%10,000-X15,000 (traded on
exchanges)

Regular distributions from
toll/operational revenue

8-12% annual distribution yield

Moderate — regulated sector;
stable cash flows from long-
term contracts

Similar to REITs

IRB InvIT Fund, IndiGrid InvIT,
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Mindspace Business Parks

PowerGrid InvIT

REIT, Brookfield India REIT

| Suitability — AIF, SIF, REIT & InvIT by Age & Risk Profile

Age Risk Profile Why Suitable
Group

Category I
AIF (VC/PE)

Category 11
AIF (PE/RE)

Category III
AIF (Hedge)

SIF

REIT

InvIT

Min.

Investme
nt

X1 crore

X1 crore

X1 crore

10 lakh

X10,000-
15,000

X10,000-
15,000

30-55 years

35-55 years

35-60 years

30-55 years

40-70 years

45-70 years

Aggressive

Aggressive

Very
Aggressive

Moderate-
Aggressive

Conservative-
Moderate

Conservative-
Moderate

High-growth start-
up/PE exposure; very
long horizon; illiquid
— only for UHNIs

Private equity & real
estate; 5-7 yr lock-in;
for investors with
large liquid net worth

Absolute return
strategies;
sophisticated; only for
investors who
understand
derivatives

Live since April 2025;
bridges MF and PMS;
long-short strategies;
for investors with
X10L+ seeking PMS-
like strategies

Regular income from
commercial real
estate; inflation
hedge; diversification
beyond stocks

Stable infrastructure
income; regular
distributions; suitable
for retirees as income
supplement

Investment Landscape — From Simple to Sophisticated

X100+ — Mutual Funds (Retail; SEBI-regulated; daily liquidity; all investors)
10,000+ - ETFs/REITs / InvITs (Exchange-traded; Demat required; daily

liquidity)

X10 lakh+ — SIF — Specialised Investment Funds (live from April 2025;
bridges MF & PMS; long-short equity strategies)

X1 crore+ — AIF — Alternative Investment Funds (Private pooled; illiquid;
HNI/UHNI only)

Start with Mutual Funds. Graduate to REITs/InvITs for income. Explore
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SIF/AIF only when wealth and sophistication justify it.

Switch, Redemption, STP, SWP & Trigger

Facilities in Mutual Funds

Mutual funds offer a rich set of transaction facilities that go far beyond simply buying
and holding. Understanding these tools allows you to optimise returns, manage risk,
generate income, and rebalance your portfolio efficiently — without needing to exit
the mutual fund universe entirely.

| 1. Purchase / Subscription

One-time / Single large investment Windfall income — bonus,
Lumpsum made in one shot inheritance, maturity proceeds; or
when markets have corrected
sharply
SIP (Systematic Fixed amount invested at Regular income earners; salaried
Investment Plan) regular intervals investors; building long-term wealth
(monthly/weekly/quarterly) with discipline
Step-up / Top-up @ SIP amount automatically As salary grows, increase
SIp increases every year by a investment proportionally;
fixed amount or % accelerates wealth creation
significantly
Flexi SIP Variable SIP amount — Active investors who track markets;
invest more when markets amplifies rupee cost averaging
fall, less when markets rise benefit
Perpetual SIP SIP with no end date — Ideal for long-term goals; removes
continues indefinitely until the risk of forgetting to renew
you stop it

Step-Up SIP Power: X10,000/month SIP growing 10% annually for 25
years @ 12% CAGR

Regular SIP Corpus: ~X1.89 crore | Step-Up SIP Corpus: ~X3.47 crore

That extra X1.58 crore comes entirely from annual step-up increases —
no additional lumpsum needed!

| 2. Redemption — Getting Your Money Back

Redemption is the process of selling your mutual fund units back to the AMC. The
redemption proceeds are credited to your registered bank account. Key points every
investor must know:

Feature Details

Redemption price At the applicable NAV of the redemption date (cut-off: 3 PM
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Settlement time

Partial redemption

Full redemption

Exit load

Instant redemption

Tax on redemption

FIFO rule

for equity funds; 1 PM for debt)

Equity funds: T+2 business days | Debt/Liquid funds: T+1
business day | Overnight funds: T+0

Allowed — redeem only the amount you need; remaining units
continue to stay invested

Redeem all units and close the folio (not recommended unless
genuinely needed)

Most equity funds charge 1% exit load if redeemed within 1
year of purchase; check scheme document

Liquid funds and some overnight funds offer instant
redemption up to 50,000 or 90% of portfolio (T+0 same-day
credit)

LTCG/STCG applicable based on fund type and holding period
(see Section 4F)

First-In-First-Out: units purchased first are deemed redeemed
first — important for tax calculation

| 3. Switch — Moving Between Funds

A Switch allows you to move money from one mutual fund scheme to another within
the same AMC, in a single transaction — without needing to redeem and reinvest
manually. It is treated as a redemption from the source scheme and a fresh purchase

in the target scheme.

How it works

Tax implication

Exit load

Inter-AMC switch

Switch vs STP

Good use case

Systematic Switch

Submit a switch request; source fund redeems units at its
NAV; target fund allots units at its NAV — same day

A switch is a TAXABLE event — capital gains tax applies on
the source fund as if you redeemed it. Plan tax accordingly.

Exit load of the source fund applies if units are within the
lock-in/exit load period

Not possible directly — must redeem from AMC-A and invest
fresh in AMC-B

For large amounts, STP (see below) is better than a single
lump switch — reduces timing risk

Moving from equity to debt as you near your goal; rebalancing
portfolio; shifting from Regular to Direct plan

Switch a fixed amount regularly from one fund to another —
same as STP

/ Important: Switching from a Regular Plan to a Direct Plan of the same fund
is also treated as a redemption and fresh purchase — triggering capital gains
tax. Do this in a low-income year or after completing 1 year (for equity) to
minimise tax impact. The long-term savings in expense ratio will far outweigh
the one-time tax cost.
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| 4. STP — Systematic Transfer Plan

An STP allows you to automatically transfer a fixed amount from one mutual fund
scheme (typically a Liquid or Ultra Short Duration Fund) to another scheme (typically
an equity fund) at regular intervals — weekly, monthly, or quarterly. It is the smartest
way to deploy a large lumpsum into equities without timing risk.

Feature Details

How it works Park lumpsum in Liquid Fund — Set up STP to transfer fixed
amount monthly to Equity Fund — Get rupee cost averaging
benefit

Types Fixed STP (same amount each time) | Flexi STP (variable

amount based on market levels) | Capital Appreciation STP
(only gains transferred)

Tax Each STP transfer from Liquid Fund is a taxable redemption.
Gains (usually very small) taxed at slab rate. Generally
negligible.

Ideal duration Transfer over 6-18 months to spread timing risk effectively

Exit load Check exit load on source Liquid Fund (most have no exit load
after 7 days)

Best use case Received large bonus / retirement gratuity / property sale
proceeds? Park in Liquid Fund and STP into equity over 12
months

vs Direct lumpsum STP provides averaging; lumpsum may give better returns in

a rising market but carries timing risk

STP Practical Example
Scenario: Received X12 lakh as annual bonus. Markets seem high — unsure
when to invest.
Step 1: Invest X12 lakh in HDFC Liquid Fund Direct (earning ~6.5% p.a. while
waiting).
Step 2: Set up monthly STP of X1 lakh from Liquid Fund — Flexi Cap / Large
Cap Equity Fund.
Result: Over 12 months you invest X1 lakh/month into equity — getting 12
different price points (cost averaging). Meanwhile, your waiting money earns
6.5% in the Liquid Fund.

| 5. SWP — Systematic Withdrawal Plan

An SWP allows you to automatically withdraw a fixed amount from your mutual fund
at regular intervals — monthly, quarterly, or annually. It is the most efficient way to
create a regular income stream from your investments — acting like a self-managed
pension.

How it works Set withdrawal amount and frequency; fund redeems
sufficient units to pay you on the set date; balance stays
invested

Tax efficiency Only the GAINS portion of each withdrawal is taxed (not
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principal). For equity funds held > 1 year: LTCG @ 12.5%;
first X1.25 lakh/year exempt

vs IDCW option SWP is far more tax-efficient than IDCW — IDCW taxes entire
payout at slab rate; SWP taxes only the gain at lower LTCG
rate

Sustainable Rule of thumb: If expected return = 8-9%, annual withdrawal

withdrawal rate of 4-5% of corpus is sustainable (corpus stays intact or grows)

Frequency Monthly / Quarterly / Half-yearly / Annual — your choice

Minimum Usually X500 or X1,000 depending on AMC

withdrawal

Best funds for SWP Balanced Advantage Fund, Conservative Hybrid, Short
Duration Fund, Corporate Bond Fund

SWP Sustainability
Example

Corpus invested X1,00,00,000 (X1 crore) in Balanced Advantage Fund

Expected annual return 8.5% CAGR

Monthly SWP amount 340,000/month (4.8 lakh/year = 4.8% of corpus)

Corpus after 20 years ~3X1.02 crore (corpus nearly intact despite 20 years of
withdrawals!)

Total withdrawn over 20 96 lakh (40,000 x 240 months)

years

Tax paid over 20 years Minimal — gains taxed at LTCG 12.5%; X1.25 lakh
exempt each year

vs FD X1 crore @ 7% FD gives X70,000/month but fully taxed at 30% slab =

349,000 net; SWP gives 340,000 with negligible tax —
AND preserves corpus

| 6. Trigger Facility

A Trigger is an automated instruction to switch, redeem, or start an SWP when a
specific pre-defined condition is met — such as the NAV reaching a target level, the
portfolio gaining a certain percentage, or the index hitting a certain value.

Trigger Type How it Works Best Used For

NAV-based Automatically redeems/switches = Booking profits at a specific
trigger when NAV hits a target (e.g., target; goal-based redemption
'Switch when NAV reaches
200"
Return-based Triggers action when portfolio Disciplined profit booking;
trigger gains a set % (e.g., 'Switch 50% preventing greed from eroding
when returns hit 20%") gains
Time-based Action at a specific date (e.g., Annual rebalancing; goal-
trigger 'On 1st January, switch X5 lakh approaching transfer to safety
to debt')
Index-level Switch when Nifty reaches a set = Market-level-based asset
trigger level allocation changes
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» Trigger facility is not available across all AMCs. Check with your AMC or
investment platform. Triggers work best for disciplined investors who set a
target and want the system to execute automatically — removing emotion from
the equation.

| 7. Other Useful Transaction Facilities

Pause / Skip
SIP

SIP
Cancellation

Dividend
Stripping

Folio
Consolidation

Demat vs
Statement
Form

Pledge of MF
Units

Joint Holding

Skip one or more SIP
instalments without
cancelling the SIP

Stop future SIP instalments;
existing units remain
invested

Intentionally buying before
record date to claim IDCW,
then selling — SEBI has
plugged this tax loophole

Merge multiple folios with
same AMC and same PAN
into one

Hold MF units in Demat (like
shares) or as Statement of
Account (SOA)

Use MF units as collateral
for loan against mutual
funds (LAS)

Invest jointly with
spouse/family member (up to
3 holders)

Temporary cash crunch; do
not cancel — just skip

When financial goals change;
existing units continue to grow

Now illegal for tax benefit
purposes — avoid

Simplifies tracking; easier
nomination management

Demat for ETFs mandatory;
SOA simpler for regular MFs

Emergency liquidity without
redeeming long-term
investments

Estate planning; easier
transmission; clarity on
ownership

International Funds — Cross-Country

Diversification for Indian Investors

“Diversification is protection against ignorance. It makes little sense if
you know what you are doing — but for most investors, global
diversification is simply wisdom.”

— Warren Buffett (adapted)

India is one of the world's fastest-growing economies — but it represents only about 3-
4% of global market capitalisation. By investing exclusively in Indian funds, you miss
out on 96% of the world's investment opportunities. International funds allow Indian
investors to participate in global growth stories — from US technology dominance to
European luxury brands to Asian manufacturing giants.
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| Why Invest Internationally? The Case for Global Diversification

Low Correlation

Indian and US/European markets don't always move together

— when India falls, global markets may hold up and vice

versa, reducing portfolio volatility

Currency Benefit

When the Indian Rupee weakens against the USD/EUR

(historically ~3-4% annual depreciation), international fund
returns get an automatic boost in INR terms

Access to Global
Giants

Sectoral
Opportunities

Invest in Apple, Microsoft, Amazon, Google, Tesla, LVMH,
Toyota — companies that have no Indian equivalent

US dominates Al/Technology; Germany leads in industrial
engineering; China in manufacturing; Japan in robotics —

these themes are best played globally

Inflation Hedge

and currency risk

Portfolio
Completeness

international funds

USD-denominated assets act as a hedge against INR inflation

A truly diversified portfolio should have some global exposure
— most financial planners recommend 10-20% of equity in

| Types of International Funds Available in India

» 1. US-Focused Funds (Most Popular)

Fund Type What it Invests In Indicative Schemes

S&P 500 Index Fund

NASDAQ 100 Fund

US Opportunities Fund

Top 500 US companies
across all sectors — broad
US market exposure

Top 100 NASDAQ-listed tech
and growth companies —
Apple, Microsoft, Nvidia,
Meta

Actively managed fund
investing in high-growth US
companies

» 2. Global / Multi-Country Funds

Fund Type What it Invests In Indicative Schemes

Global Diversified Fund

MSCI World Fund

Emerging Markets Fund

Invests across multiple
countries and regions — US,
Europe, Asia, Emerging
Markets

Tracks MSCI World Index —
1,500+ stocks from 23
developed countries

Invests in fast-growing

Motilal Oswal S&P 500
Index Fund, Mirae Asset
S&P 500 Top 50 ETF FoF

Motilal Oswal NASDAQ
100 FOF, Mirae Asset
NYSE FANG+ ETF FOF,
Kotak NASDAQ 100 FOF

Franklin U.S.
Opportunities Equity
Active FOF, DSP US
Flexible Equity FOF

DSP Global Allocation
FOF, Edelweiss Greater
China Equity Off-shore
Fund, PGIM India Global
Equity Opportunities Fund

Mirae Asset NYSE FANG+
ETF, Nippon India US
Equity Opportunities Fund

Aditya Birla SL
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emerging economies — International Equity Fund,
China, Brazil, South Korea, SBI Magnum Global Fund
Taiwan, Indonesia

» 3. Country/Region-Specific Funds

Fund Type What it Invests In Indicative Schemes

China / Greater China Chinese equities — Alibaba, Edelweiss Greater China

Fund Tencent, BYD, Baidu; high Equity Off-shore Fund,
growth but high regulatory Mirae Asset Hang Seng
risk TECH ETF FOF

European Fund European blue-chips — DSP Global Allocation FOF
LVMH, Siemens, SAP, (partial), select feeder
Nestlé, Volkswagen funds

Japan Fund Japanese equities — Toyota, Mirae Asset Nikkei 225
Sony, SoftBank, Canon; ETF FOF, Nippon India
benefits from Yen Japan Equity Fund
depreciation

» 4. Fund of Funds (FOF) — The Most Common Structure for International
Investing

Most international funds in India are structured as Fund of Funds (FOF) — they invest
in units of an overseas mutual fund or ETF rather than directly buying foreign stocks.
This is because direct foreign stock investment requires SEBI/RBI approval and a
separate overseas trading account. FOFs simplify this by allowing you to invest in INR
through your regular investment platform.

Structure Indian AMC - invests in overseas fund/ETF — which holds
foreign stocks

Currency You invest in INR; the fund holds USD/EUR assets; returns
converted back to INR

Benefit No need for overseas brokerage account, foreign PAN, or
currency conversion — invest just like any other MF

Additional cost FOFs carry a double expense ratio — Indian fund's expense
ratio + underlying fund's expense ratio

Tax Treated as non-equity fund (debt fund taxation) — gains taxed
at slab rate regardless of holding period (post-2023 rules)

SEBI Investment Limits — Important Regulatory Constraints

SEBI imposes an industry-wide overseas investment limit on Indian mutual funds.
When this limit is reached, AMCs temporarily halt fresh investments in international
funds. This has happened multiple times — notably in early 2022, when SEBI capped
total overseas MF investments at USD 7 billion.

Regulatory Point Details

SEBI Industry Limit USD 7 billion aggregate limit for all Indian MFs combined
(under periodic review)
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Individual Fund Limit USD 1 billion per individual AMC for overseas investments

Impact on investor When limits are hit, fresh SIP/lumpsum purchases in
international funds are paused — existing units continue

Workaround During limit freeze, consider international ETFs listed on
Indian exchanges (e.g., Motilal Oswal NASDAQ 100 ETF) —
these are not always subject to the same limit

RBI LRS Route Individuals can also invest directly in foreign stocks/funds
via RBI's Liberalised Remittance Scheme (LRS) up to USD
2,50,000 per year — but this is outside mutual fund
framework

| Taxation of International / Global Funds

Current Treatment (Post-April 2023)

Classification Treated as non-equity / debt fund for tax purposes — even if
underlying investment is 100% in equities

STCG (< 36 months) Taxed at your income tax slab rate

LTCG (> 36 months) Taxed at your income tax slab rate (indexation benefit
removed from April 2023)

TDS No TDS on Growth option redemptions for resident Indians

Currency gains Rupee depreciation gains are included in the fund's NAV
and taxed as above — no separate forex tax

NRI investors Subject to TDS; consult a tax advisor for country-specific
treaty benefits

+ Tax Note: Despite being taxed like debt funds, international funds can still
be worthwhile if: (1) You are in a lower tax bracket (10-20%), (2) You hold for
3+ years (tax deferred to redemption), (3) You benefit from INR depreciation
(adds 3-4% annual return boost), (4) The underlying global market
outperforms Indian equities during your holding period.

| How Much Should You Invest Internationally?

Investor Profile Recommended Rationale
International
Allocation
Conservative (any age) 0-5% of equity International markets are volatile;
portfolio currency risk adds complexity;
minimal allocation only
Moderate (30-50 years) 10-15% of equity Meaningful diversification; access to
portfolio global growth; manageable risk
Aggressive (25-40 years) 15-20% of equity True global diversification; long
portfolio horizon absorbs short-term
currency/market volatility
Near Retirement (55+) 5-10% of equity Keep majority in India for rupee-
portion only denominated income needs; small
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global hedge

All investors Avoid sector-specific = Concentration risk is high; prefer
international (only broad diversified international
China, only tech) exposure

Other Important Topics Every Mutual Fund

Investor Must Know

Beyond the mechanics of fund types, NAV, and returns, there are several practical,
regulatory, and strategic aspects of mutual fund investing that every investor —
regardless of experience level — must be aware of. This section covers the key topics
not discussed elsewhere in this guide.

» 1. KYC — Know Your Customer (Mandatory for All MF Investors)

KYC is a one-time identity and address verification process mandated by SEBI and the
Government of India for all mutual fund investors. Once KYC-compliant, you can invest
across all AMCs and financial instruments without repeating the process.

Documents needed PAN card (mandatory), Aadhaar card, bank account proof,
passport-size photo, mobile number and email

How to complete Online (e-KYC via Aadhaar OTP on AMC websites / KRA
portals) or offline (physical form at AMC / CAMS / KFintech
offices)

KYC Registry All KYC records maintained by KYC Registration Agencies

(KRAs) — CAMS, KFintech, CVL, NSE, NDML

CKYC Central KYC system (ckyc.centrafinancials.com) — one KYC
record works across banks, insurance, and mutual funds

Validity KYC is valid for life unless there is a change in personal
details (address, name etc.)

Minor investors Parent/guardian's KYC required; minor's KYC updated when
they turn 18

» 2. CAMS & KFintech — Your Consolidated Account Statement

CAMS (Computer Age Management Services) and KFintech are the two major
Registrar & Transfer Agents (RTAs) in India who maintain investor records for all
major AMCs. You can get a single Consolidated Account Statement (CAS) covering all
your MF investments across all AMCs from either of these portals — a critical tool for
portfolio tracking.

CAMS portal mycams.com — covers HDFC, SBI, Mirae Asset, UTI, Nippon,
Aditya Birla, Tata, DSP and others

KFintech portal kfintech.com — covers ICICI Prudential, Kotak, Axis, Franklin,
L&T and others

MF Central mfcentral.com — SEBI's unified platform; get CAS across ALL
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AMCs from one login; also do transactions

Groww Portfolio groww.in/portfolio — tracks all MF investments via Groww in

Tracker real-time; shows XIRR, fund-wise gain/loss, and SIP
performance

CAS frequency Monthly if there were transactions; annually if no

transactions; request on-demand any time

What CAS shows All folio numbers, scheme names, units held, purchase NAV,
current NAV, current value, gain/loss, XIRR

XIRR in CAS Extended Internal Rate of Return — the most accurate
measure of your personal MF portfolio returns

» 3. Expense Ratio vs Total Return Index (TRI) — How to Evaluate
Performance Fairly

When comparing a mutual fund's performance to its benchmark, always use the Total
Return Index (TRI) benchmark — not just the Price Return Index (PRI). TRI includes
dividends paid by index companies (which active funds receive and reinvest), while
PRI does not. Many funds look like they outperform benchmarks only because the
wrong benchmark is used.

Price Return Index Only measures price change of index stocks; ignores

(PRI) dividends — e.g., 'Nifty 50' quoted in newspapers

Total Return Index Measures price change + dividend reinvestment — e.g., 'Nifty
(TRI) 50 TRI' — the correct benchmark

SEBI mandate SEBI mandated from 2018 that all mutual funds compare

performance against TRI — not PRI

Practical impact TRI is typically 1-1.5% higher than PRI per year. A fund
beating PRI by 1% may actually be underperforming TRI.

How to check Mutual fund factsheets now show TRI comparison; verify this
before calling a fund an 'outperformer!

» 4. NFO — New Fund Offer: Opportunity or Trap?

A New Fund Offer (NFO) is the initial launch of a new mutual fund scheme, where
units are offered at a fixed price (usually ¥10). Many investors are attracted to NFOs
thinking 'low NAV = cheap entry'. This is a dangerous misconception.

Myth: 10 NAV = FALSE. NAV of X10 at launch vs X200 for an established

cheap fund means NOTHING. What matters is future performance.

Reality: No track An NFO has zero historical performance data to evaluate.

record You are investing entirely on the AMC's reputation and
stated strategy.

When NFOs make When the strategy offered is genuinely NEW and not

sense available in existing funds (e.g., a new factor strategy, a

new international theme)

When to avoid If the same strategy is available in an existing fund with a
proven track record — always prefer the proven fund
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SEBI protection NFO proceeds must be invested within 30 days; AMC must
declare portfolio within 10 days of launch

Verdict In general, prefer existing funds with 5+ year track records
over NFOs, unless the strategy is truly unique

» 5. Risk-O-Meter — Understanding the Fund's Risk Level

SEBI mandates every mutual fund to display a Risk-O-Meter on all scheme documents
and communications — a visual indicator of the fund's risk level. As of 2021, it was
made dynamic — updated monthly based on actual portfolio.

Risk Level Colour Fund Types

Low Blue Overnight Fund, Liquid Fund

Low to Yellow-Green Ultra Short Duration, Money Market, Arbitrage

Moderate

Moderate Yellow Short Duration, Banking & PSU Debt,
Conservative Hybrid, Index Funds

Moderately Orange Large Cap, Balanced Hybrid, BAF, Corporate

High Bond, Dynamic Bond

High Red-Orange Mid Cap, Flexi Cap, Multi Cap, Aggressive Hybrid,
Small Cap

Very High Red Small Cap, Sectoral, Thematic, International,

Credit Risk, Long Duration Gilt

» 6. How to Read a Mutual Fund Factsheet

Every AMC publishes a monthly factsheet for each scheme — a one-page summary of
the fund's key data. Learning to read a factsheet is a fundamental skill for any mutual
fund investor.

* Fund objective & investment strategy — what the fund aims to do

* AUM — total assets managed; helps assess fund size appropriateness

e NAV (Growth & IDCW) — current unit price

* Expense Ratio — annual cost (check Direct Plan vs Regular Plan)

* Portfolio Turnover Ratio — how frequently holdings are changed

* Top 10 holdings — concentration analysis; check for overlaps with other funds

* Sector allocation — identifies sectoral concentration risk

* Performance table — 1yr, 3yr, 5yr, since inception vs TRI benchmark

* Sharpe Ratio, Beta, Standard Deviation — risk-adjusted performance metrics

* Fund Manager details — tenure, other schemes managed, track record

» 7. Common Mistakes Mutual Fund Investors Must Avoid

Why It Hurts What to Do Instead

Investing in Regular Loses 0.5-1.5% annually = Always choose Direct Plan
Plan to distributor

commission — costs

lakhs over 20 years

Choosing IDCW over Tax drag every year Choose Growth + SWP for
Growth reduces compounding income needs
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Stopping SIP during
market fall

Too many funds (over-
diversification)

Chasing recent top
performers

Redeeming in panic
during correction

Ignoring exit load and
tax

Not updating nominee

Investing without goal
clarity

significantly

Misses the cheapest
buying opportunity —
exactly when SIP is most
valuable

5 large-cap funds do not
reduce risk — they
dilute returns with same
underlying stocks

Last year's best fund
often underperforms
next year (mean
reversion)

Permanent loss of
capital; misses the
recovery

Can significantly reduce
net returns on short-
term redemptions

Family faces legal
nightmare during estate
transfer

Random investments
without time horizon

Continue SIP; even increase it if
possible

Hold 6-8 well-chosen funds
across categories

Evaluate 3yr and 5yr rolling
returns, not 1lyr

Stay invested; corrections are
buying opportunities

Plan redemptions after exit load
period and with LTCG in mind

Update nomination in all folios
today

Assign every investment to a
specific goal with a timeline

leads to wrong fund
selection

» 8. Building a Model Mutual Fund Portfolio — Summary Framework

Portfolio Type

Beginner /

Conservative

Moderate Growth

Aggressive Growth

Retirement Income

Tax Saver

Fund Allocation Suitable For

First-time investors;
conservative risk
profile; 3-5 yr
horizon

Moderate risk; 7-10
yr horizon; wealth
creation with
stability

50% Large Cap Index Fund + 30% Short
Duration Debt + 20% BAF

40% Flexi Cap + 20% Large-Mid Cap +
20% Short Duration + 10% Gold ETF +
10% International

30% Mid Cap + 20% Small Cap + 20%
Flexi Cap + 15% Nifty 50 Index + 15%
International/Thematic

High risk tolerance;
10+ yr horizon;
maximum wealth
creation

30% BAF + 25% Conservative Hybrid +
25% Short Duration/Banking PSU + 10%
Liquid + 10% REIT/InvIT

Retired persons;
capital safety +
regular income via
SWP

X1.5 lakh/year in ELSS (Direct, Growth)
+ core portfolio above

Anyone under old
tax regime with 80C
benefit available
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+ Final Thought: A mutual fund portfolio need not be complex to be effective.
A simple 3-fund portfolio — Nifty 50 Index Fund (core equity) + Mid Cap Fund
(growth booster) + Short Duration Debt Fund (stability anchor) — can
outperform most elaborate portfolios over 15-20 years when held with patience
and discipline. Simplicity, low cost, consistency, and time are the four pillars of
successful mutual fund investing.

Pros & Cons of Investing in Mutual Funds

“Risk comes from not knowing what you are doing.”

— Warren Buffett

| 4 Advantages of Mutual Funds

Advantage Explanation

Professional Experienced fund managers with research teams give you

Management institutional-quality investing.

Diversification A single fund may hold 40-80 stocks/bonds — spreading risk
impossible with small capital alone.

Affordability Start with ¥100/month via SIP. No large capital required to
build a diversified portfolio.

Liquidity Open-ended funds can be redeemed any business day; money
reaches bank in 1-3 days.

Flexibility Hundreds of schemes, switch options, SIP / STP / SWP
features at your disposal.

Regulation & SEBI-regulated. Daily NAV, monthly portfolio disclosures,

Transparency audited financials.

Tax Efficiency LTCG of X1.25 lakh/year tax-free on equity; ELSS gives 80C

deduction; no TDS on growth option.

Goal-Based Investing Specific funds for every goal — retirement, child education,
emergency, wealth creation.

Power of Long-term systematic investing lets small amounts grow into
Compounding substantial wealth.
Easy to Invest Invest online via Groww App, Zerodha Coin, Kuvera, Paytm

Money, MF Central, or AMC websites — 100% paperless,
commission-free on Direct Plans.

| X Disadvantages / Risks of Mutual Funds

Disadvantage Explanation

Market Risk Equity funds are subject to market volatility. Returns are NOT
guaranteed.
No Control You cannot decide which specific stocks to buy — the fund

manager decides.
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Expense Ratio Cost

Exit Load

Emotional Decisions

Tax on Switches

Credit Risk (Debt
Funds)

Not Bank Deposits

Returns Not Fixed

Over-Diversification

20-30 yrs 80-
90%

31-40 yrs 70-
80%

41-50 yrs  50-
65%

51-60 yrs  30-
45%

60+ yrs 20-
30%

Annual fees (0.1%-2.5%) eat into returns; high expense ratios
reduce long-term corpus.

Many funds charge 1% exit load if redeemed within 1 year —
discourages short-term investing.

Many investors panic-sell in downturns, locking in permanent

losses.

Switching funds is treated as redemption — a taxable event
even within the same AMC.

Bond defaults can cause sudden NAV crashes overnight (e.g.,
IL&FS crisis).

Mutual funds have NO capital guarantee and no deposit
insurance.

Unlike FDs, returns depend on market performance and
cannot be predicted.

Too many holdings can dilute returns — this is sometimes
called 'diworsification'.

Suitability by Age Group & Risk Profile

| 6A — Suitability by Age Group

The golden rule of investing: the younger you are, the more equity you can afford. Age
determines your investment horizon, which determines how much risk is appropriate.

Age Equit | Debt Recommended Fund Types Key Goal
Group y % %

10-
20%

20-
30%

Bo
50%

5=
70%

70-
80%

Small Cap, Mid Cap, Flexi Cap,

Multi Cap, ELSS

Large & Mid Cap, Flexi Cap,

ELSS, Multi Cap

Large Cap, BAF, Aggressive

Hybrid, Short Duration

Conservative Hybrid, BAF,
Corporate Bond

BAF, Liquid, Conservative
Hybrid, Short Duration

Wealth Creation;
Habit Building

Home, Child
Education Goals

Corpus Building
for Retirement

Capital
Preservation +
Growth

Regular Income
+ Capital Safety

¢ Rule of Thumb: Subtract your age from 100 to get your approximate equity
allocation. Example: Age 40 - 60% equity. Adjust based on personal risk
tolerance, income stability, and financial goals.
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| 6B — Suitability by Risk Profile

Your risk tolerance — based on income stability, dependants, financial situation, and
psychological comfort with volatility — determines the right fund category regardless

of age.

Risk Who Is This? Recommended Funds Indicative
Profile CAGR

Conservativ = Retirees, risk-averse,

e near-goal investors,
single-income
families

Middle-aged
investors, dual-
income households,
5-7 yr goals

Moderate

Aggressive | Young investors,
high-income,
experienced
investors, 10+ yr

horizon

Liquid, Ultra Short Duration, 5-7% p.a.
Conservative Hybrid, Banking &

PSU Debt, Arbitrage

Large Cap, BAF, Aggressive 8-12% p.a.
Hybrid, Flexi Cap, Short

Duration Debt, ELSS

Mid Cap, Small Cap, 12-18%+
Sectoral/Thematic, Multi Cap, p.a.

International Funds

SIP vs Lumpsum — and the Early Investor's SIP

Calculator

“Compound interest is the eighth wonder of the world. He who
understands it, earns it; he who does not, pays it.”

| What is a SIP?

— Albert Einstein

A Systematic Investment Plan (SIP) lets you invest a fixed amount at regular intervals
— monthly, quarterly, or weekly — into a mutual fund, automatically, regardless of

market conditions.

| What is a Lumpsum Investment?

A Lumpsum investment is a one-time, single large investment made all at once into a
mutual fund. For example, investing X5 lakh in one shot into an equity fund.

| SIP vs Lumpsum — Comparison

Parameter

Investment Amount

SIP

Small, fixed periodic amounts

Lumpsum

Large one-time amount

(X500-%50,000/month)

Market Timing

Not required — invests across
market cycles

Critical — returns depend on
entry point
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Rupee Cost Yes — more units when NAV No — buys only at one price

Averaging is low, fewer when high

Volatility Impact Reduces impact of market Full impact at entry point
volatility over time

Best for Salaried investors, beginners, @Windfall income — bonus,
monthly income earners inheritance, sale proceeds

Psychological High — removes 'right time Lower — fear of investing at

Comfort to invest' anxiety market peak

Long-term Returns Slightly lower than lumpsum Higher if invested at market

in consistently rising markets @ lows

| The Power of SIP — Compounding in Action

Below is the magic of starting early — even modest monthly amounts grow into life-
changing wealth when given time and an assumed CAGR of 12% (equity long-term
historical average):

Monthly Duration Total Value @ 12% Wealth
SIP X) Invested (X) CAGR R) Created ()

5,000 10 years 6,00,000 11,61,695 5,61,695
5,000 20 years 12,00,000 49,95,740 37,95,740
5,000 30 years 18,00,000 1,76,49,569 1,58,49,569
10,000 20 years 24,00,000 99,91,480 75,91,480
10,000 30 years 36,00,000 3,52,99,138 3,16,99,138
15,000 25 years 45,00,000 2,83,11,994 2,38,11,994
20,000 30 years 72,00,000 7,05,98,276 6,33,98,276

How Much SIP Do You Need to Retire Wealthy? — Early Investor's
Guide

One of the most important questions every working Indian should ask is: 'How much
should I invest monthly so that I have enough corpus at retirement?' The answer
depends on your target corpus, years of investment, and expected return. Here is a
practical guide assuming 12% CAGR (equity mutual funds):

% SIP REQUIRED TO BUILD YOUR RETIREMENT CORPUS

*
(Assuming 12% CAGR | Equity Mutual Funds)

Age Now @ Retireme Years to Target Corpus Monthly SIP
nt Age Invest Required

25 years 60 years 35 years X5 crore 4,440 / month
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25 years
30 years
30 years
35 years
35 years
40 years
40 years
45 years
45 years

60 years
60 years
60 years
60 years
60 years
60 years
60 years
60 years
60 years

35 years
30 years
30 years
25 years
25 years
20 years
20 years
15 years
15 years

10 crore
X5 crore
10 crore
X5 crore
10 crore
X5 crore
10 crore
X5 crore

X3 crore

38,880 / month
38,620 / month
17,240 / month
17,680 / month
335,360 / month
336,740 / month
73,480 / month
31,00,100 / month
60,060 / month

» POWER OF EARLY STARTING: A 25-year-old needs only ¥4,440/month to
build X5 crore by retirement. A 40-year-old needs ¥36,740/month — over 8
times more! Every year of delay dramatically increases the burden. The best
time to start a SIP was yesterday. The second best time is TODAY.

Formula for Corpus:
retirement period at 4% SWP)

Step-by-Step: How to Calculate Your Required SIP

Step 1: Estimate your monthly expenses today (e.g., X60,000/month).

Step 2: Adjust for inflation — at 6% inflation, 60,000 today =
X1,44,000/month in 15 years.

Step 3: Multiply retirement monthly need x 300 to get corpus (25x annual =
300x monthly).

Step 4: Use a SIP calculator (available free on all AMC websites) to find the
monthly SIP.

Step 5: Start immediately — add ELSS for tax benefit under 80C (old regime
investors).

Target = Monthly Expense x 300 (for 25-year

For Windfall Money: Consider STP (Systematic Transfer Plan) — invest the lumpsum
in a Liquid Fund first, then transfer a fixed amount monthly to an equity fund. This

combines the safety of a liquid fund with the averaging benefit of SIP.

Key Ratios for Mutual Fund Analysis

Selecting a mutual fund requires more than looking at past returns. Several
gquantitative ratios help you evaluate quality, risk-adjusted performance, and

consistency of a fund.

“Price is what you pay. Value is what you get. Invest in funds where

every rupee of expense is earning its keep.”
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— Adapted from Warren Buffett

1. Expense Ratio

What it measures: The annual fee charged by the AMC, expressed as a
percentage of AUM. SEBI max: 2.25% (equity), 2.00% (debt).

Interpretation: LOWER is better. A 1% difference over 20 years can reduce
your corpus by 15-20%. Always choose Direct Plans over Regular Plans for the
same fund.

2. Sharpe Ratio

What it measures: Measures excess return earned per unit of TOTAL risk
(standard deviation). Formula: (Fund Return - Risk-Free Rate) + Standard
Deviation.

Interpretation: HIGHER is better. Above 1.0 = Good. Above 2.0 = Excellent.
Compare only within the same fund category.

3. Sortino Ratio

What it measures: An improvement over Sharpe — penalises only DOWNSIDE
risk (harmful volatility), ignoring upside volatility.

Interpretation: HIGHER is better. Above 1.5 = Good. Preferred over Sharpe
for comparing aggressive/small-cap funds.

4. Alpha

What it measures: Measures excess return generated OVER AND ABOVE
what the benchmark delivered, after adjusting for market risk (Beta).
Interpretation: POSITIVE alpha is better. Alpha +2% means the fund manager
added 2% extra over benchmark. Consistent positive alpha = skilled manager.

5. Beta

What it measures: Measures the fund's sensitivity to market movements. Beta
= 1: moves with market. Beta >1: more volatile. Beta <1: defensive.
Interpretation: Conservative investors prefer Beta < 0.9. Aggressive investors
can accept higher Beta for more upside potential.

6. Standard Deviation

What it measures: Measures the volatility / dispersion of a fund's returns
around its average. Higher SD = greater fluctuation.

Interpretation: LOWER is generally better for the same return level. High SD
tests investor's emotional discipline during downturns.

7. R-Squared (R?)
What it measures: Measures correlation between fund performance and its
benchmark (0-100). R? = 100 means the fund perfectly mirrors the index.
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Interpretation: For active funds, 60-85 is ideal. Above 95 suggests the fund is
benchmark-hugging (may as well buy an index fund).

8. Treynor Ratio

What it measures: Similar to Sharpe but uses Beta (market risk) instead of
standard deviation. Formula: (Fund Return - Risk-Free Rate) +~ Beta.
Interpretation: HIGHER is better. Useful for comparing funds with similar
benchmark exposure. Use alongside Sharpe for a complete picture.

9. Portfolio Turnover Ratio

What it measures: Indicates how frequently the fund manager buys and sells
securities within the year.

Interpretation: Very HIGH turnover (>100%) means active trading, higher
transaction costs, and more short-term capital gains. 20-60% is healthy for
equity funds.

| Quick Reference: Ratio Summary

Expense Ratio Cost of managing the fund Lower is better; choose Direct
Plan
Sharpe Ratio Return per unit of total risk Higher is better (>1 good, >2
excellent)
Sortino Ratio Return per unit of downside @ Higher is better (>1.5 good)
risk
Alpha Excess return over Positive; consistent >2% =
benchmark excellent
Beta Sensitivity to market <1 conservative; >1 aggressive
Std. Deviation Volatility of returns Lower for same return is better
R-Squared Benchmark correlation 60-85 ideal for active funds
Treynor Ratio Return per unit of market Higher is better
risk
Turnover Ratio Trading frequency 20-60% healthy for equity funds

Mutual Fund Strategy for Retired Persons

“Someone is sitting in the shade today because someone planted a tree
a long time ago.”
— Warren Buffett

| Primary Objectives After Retirement

Regular Income: Meet monthly living expenses from the investment corpus.
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Capital Preservation: Protect the principal from significant erosion.
Inflation Protection: Maintain purchasing power — 6% inflation halves
money's value in ~12 years.

Liquidity: Easy access for medical emergencies, travel, or unexpected needs.
Estate Planning: Pass on residual wealth to family where possible.

| Recommended Asset Allocation for Retirees

Age at Equity Debt/Hybrid Allocation Liquid
Retirement Allocation Reserve
60-65 years 25-30% 60-65% 10% (6
months
expenses)
65-70 years 15-20% 70-75% 10% (6
months
expenses)
70+ years 10-15% 75-80% 10% (6
months
expenses)

/' NEVER put your entire retirement corpus into equity, no matter how
promising markets look. The sequence-of-returns risk is real — a major market
crash in your first 5 years of retirement can permanently impair your corpus.
Safety, income, and inflation protection must always come before growth.

| Recommended Fund Categories for Retirees

» For the Debt Portion (60-75% of corpus)

Liquid Funds: Park 6-12 months of expenses for instant access. No volatility.
Emergency reserve.

Ultra Short Duration / Money Market Funds: For 6-24 month needs.
Slightly better than savings accounts.

Short Duration Funds / Corporate Bond Funds (AA+): For 2-3 year
buckets. Better returns than FD pre-tax.

Banking & PSU Debt Funds: Very high credit quality; suitable for 2-3 year
horizon.

» For the Equity Portion (20-30% — for Inflation Protection)

Balanced Advantage Funds (BAF): IDEAL for retirees. Dynamically reduces
equity in overvalued markets. Equity taxation after 1 year.

Conservative Hybrid Funds: 10-25% equity, 75-90% debt. Capital
preservation with mild equity upside.

Equity Savings Funds: ~15-25% net equity exposure. Low volatility; good for
those wanting a hint of equity.
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| Using SWP (Systematic Withdrawal Plan) for Monthly Income

SWP is the opposite of SIP — instead of investing regularly, you WITHDRAW a fixed
amount every month from your corpus. It is the most tax-efficient way to create a
monthly pension-like income stream.

How it works: Invest 50 lakh in a BAF or Conservative Hybrid Fund. Set a
monthly SWP of X25,000-%330,000. The fund redeems sufficient units each
month to pay you this amount.

Tax Efficiency: Only the capital GAINS portion of each withdrawal is taxed —
not the principal. LTCG of X1.25 lakh/year is tax-free; above that, 12.5% LTCG.
Far superior to FD interest (fully taxed at slab rate).

Sustainability Rule: If expected annual return = 8-9%, a 4-5% annual
withdrawal rate keeps the corpus intact or growing. On X1 crore, withdraw I4-
5 lakh/year (X33,000-342,000/month) sustainably.

| The Three-Bucket Retirement Framework

Bucket Fund Type % of Purpose
Corpus
Bucket 1 — Liquid Fund + FD + Short 15-20% Monthly expenses;
Immediate (0-2 Duration emergency reserve
yrs)
Bucket 2 — Conservative Hybrid + 35-40% Refills Bucket 1
Medium (2-5 Banking & PSU Debt + every 2-3 years
yrs) Corporate Bond
Bucket 3 — BAF + Equity Savings + 20-30% Inflation protection;
Long-term (5- Large Cap (optional) legacy wealth
10+ yrs)
Buffer Reserve Gold Fund / Arbitrage Fund / 5-10% Medical
Liquid FD emergencies;
diversification

| What Retirees Should Avoid

Small Cap / Mid Cap Funds: Extremely volatile. Avoid unless < 5% allocation
and 10+ year horizon.

Thematic / Sectoral Funds: High concentration risk. Avoid completely unless
you have deep market knowledge.

Credit Risk Funds: Risk of default can cause sudden NAV drops. Avoid
entirely.

Long Duration / Gilt Funds: High interest rate sensitivity. Avoid unless
clearly in a rate-cutting cycle.

Leveraged or Derivatives Products: Completely unsuitable for retirement
corpus under any circumstances.

+ Final Advice: Review your retirement portfolio annually with a SEBI-
registered financial advisor. Rebalance as needed. Keep written records of all
your investments and nominees updated. And remember — the best investment
you can make is in your own financial literacy.
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“The best investment you can make is in yourself. The more you learn,
the more you earn.”
— Warren Buffett

“In investing, what is comfortable is rarely profitable. Stay the course,
trust the process, and let time do the work.”
— Robert Arnott

About the Author

This article has been prepared by SubbusS, a Retired Banker

with decades of experience in banking, finance, and personal investment
advisory.

DISCLAIMER

This article is prepared purely for educational and informational purposes only.
Nothing contained herein constitutes investment advice, financial advice, trading
advice, or any other type of advice. The information provided is based on
publicly available data and the author's personal understanding of the subject.
Mutual Fund investments are subject to market risks. Past performance is not
indicative of future results. The Net Asset Value (NAV) of units may go up or
down based on market conditions. There is no guarantee of returns in mutual
fund investments.

Every investor must undertake their own due diligence and independent
research before making any investment decision. Investors are strongly advised
to read all Scheme Information Documents (SID), Statement of Additional
Information (SAI), and Key Information Memorandum (KIM) carefully before
investing. Investors are also advised to consult a SEBI-registered Investment
Advisor or qualified financial planner before taking any investment decision.

Scheme Examples Disclaimer: All mutual fund scheme names mentioned
anywhere in this article — across all sections including equity, debt, hybrid,
ELSS, thematic, and other categories — are purely indicative and illustrative
examples of well-known funds in each category. They are mentioned solely for
educational reference and to aid understanding. They are NOT to be construed
as investment recommendations, endorsements, or advice by the author. The
suitability of any scheme depends on the individual investor's financial goals,
risk profile, tax status, and investment horizon. Investors must independently
evaluate any scheme before investing.

The author, Subbus, does not accept any liability whatsoever for any loss,
damage, or financial consequence arising directly or indirectly from the use of,
or reliance on, any information contained in this article. This document is not to
be construed as a solicitation or an offer to buy or sell any security or financial
instrument.
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