Types of Mutual Fund

Mutual fund schemes may be classified on the basis of its structure and its investment
objective.

By Structure:

Open-ended Funds An open-end fund is one that is available for subscription all through the
year. These do not have a fixed maturity. Investors can conveniently buy and sell units at Net
Asset Value (NAV) related prices. The key feature of open-end schemes is liquidity.

Closed-ended Funds A closed-end fund has a stipulated maturity period, which generally
ranges from 3 to 15 years. The fund is open for subscription only during a specified period.
Investors can invest in the scheme at the time of the initial public issue and thereafter they
can buy or sell the units of the scheme on the stock exchanges where they are listed. In order
to provide an exit route to the investors, some close-ended funds give an option of selling back
the units to the Mutual Fund through periodic repurchase at NAV related prices. SEBI
Regulations stipulate that at least one of the two exit routes is provided to the investor.

Interval Funds Interval funds combine the features of open-ended and close-ended schemes.
They are open for sale or redemption during pre-determined intervals at NAV related prices.

By Investment Objective:

Growth Funds The aim of growth funds is to provide capital appreciation over medium to long-
term period of time. Such schemes normally invest a majority of their corpus in equities. It has
been proven that returns from stocks, have outperformed most other kind of investments held

over the long term. Growth schemes are ideal for investors having a long-term outlook seeking
growth over a period of time.

Income Funds The aim of income funds is to provide regular and steady income to investors.
Such schemes generally invest in fixed income securities such as bonds, corporate debentures
and Government securities. Income Funds are ideal for capital stability and regular income.

Balanced Funds The aim of balanced funds is to provide both growth and regular income. Such
schemes periodically distribute a part of their earning and invest both in equities and fixed
income securities in the proportion indicated in their offer documents. In a rising stock market,



the NAV of these schemes may not normally keep pace or fall equally when the market falls.
These are ideal for investors looking for a combination of income and moderate growth.

Money Market Funds The aim of money market funds is to provide easy liquidity, preservation
of capital and moderate income. These schemes generally invest in safer short-term
instruments such as treasury bills, certificates of deposit, commercial paper and inter-bank call
money. Returns on these schemes may fluctuate depending upon the interest rates prevailing
in the market. These are ideal for corporate and individual investors as a means to park their
surplus funds for short periods.

Load Funds A Load Fund is one that charges a commission for entry or exit. That is, each time
you buy or sell units in the fund, a commission will be payable. Typically entry and exit loads
range from 1% to 2%. It could be worth paying the load, if the fund has a good performance
history.

No-Load Funds A No-Load Fund is one that does not charge a commission for entry or exit.
That is, no commission is payable on purchase or sale of units in the fund. The advantage of a
no load fund is that the entire corpus is put to work.

Other Schemes:

Tax Saving Schemes: These schemes offer tax rebates to the investors under specific
provisions of the Indian Income Tax laws as the Government offers tax incentives for
investment in specified avenues. Investments made in Equity Linked Savings Schemes (ELSS)

and Pension Schemes are allowed as deduction u/s 80 C of the Income Tax Act, 1961.

Special Schemes

Industry Specific Schemes Industry Specific Schemes invest only in the industries specified in
the offer document. The investment of these funds is limited to specific industries like
InfoTech, FMCG, pharmaceuticals, etc.

Index Schemes Index Funds attempt to replicate the performance of a particular index such as
the BSE Sensex or the NSE 50

Sectoral Schemes Sectoral Funds are those, which invest exclusively in a specified industry or
a group of industries or various segments such as 'A" Group shares or initial public offerings.



Debt Schemes

Liquid Plan

Liguid Plan invests in securities of short-term nature, which generally means securities of less
than one-year maturity. The typical, short-term, interest bearing instruments these funds
invest in Treasury Bills issued by government, certificates of deposit issued by banks and
commercial paper issued by companies. Money Market Mutual Funds also invest in interbank

call money market.

Investment Pattern: - Money market 80% & Debt instruments 20%

Fund Objective: - Investors seeking for short-term investment (as short as 1 week) at relatively

low risk.

Expected Return: -4% to 5% (Annualized). Investors with a time horizon over 15 days can invest

in short plans where the returns are in the range of 5% to 6%.
Redemption: - Within one business day

Risk Profile: -Suitable for investors with low risk profile for short-term period.

Income Plan

Income funds invest in debt instruments issued not only by government, but also by private
companies, public sector undertakings, banks and financial institutions and other entities such
as infrastructure companies/utilities.

Investment Pattern: - Debt securities 75 % & Money market & Cash 25%

Fund Objective :-Investors seeking steady and consistent returns from a basket of high quality
debt instrument through proactive management aimed at controlling credit, interest rate,
liquidity and valuation risk.

Expected Return:- 6% to 7% (annualised).

Redemption: - Within three-business day

Risk Profile: - Suitable for investor with a very low appetite for risk.



Gilt Scheme

The scheme aims at returns, commensurate with zero credit risk by investing in securities
created and issued by the central government and/or state government and/or repost/reverse
or in such government securities as may be permitted by RBI. The scheme may also invest a
portion of the corpus in the call money market or in an alternative investment for the call
money market as may be provided by RBI to meet the liquidity requirements.

Investment Pattern: - Gilt Securities (incl. Treasury bills) average maturity normally not
exceeds 8 yrs.

Fund Objective: -To generates income through investment in gilts of various maturities.
Expected Return: -Around 6% (annualised).

Redemption: - Within three-business day

Risk Profile: - Suitable for investor with a very low appetite for risk.
Monthly Income Plan

To generate regular income through investments in debt and money market instruments and
also to generate long-term capital appreciation by investing a portion in equity related

instruments.

Investment Pattern:- Debt & Money market securities & cash 85% & equities & equity related
securities 15%

Fund Objective :-Investors seeking regular income through investments in fixed income
securities so as to get monthly/quarterly/half yearly dividend. The secondary objective of the
scheme is to generate long term capital appreciation by investing a portion of scheme’s assets
in equity and equity related instruments.

Expected Return:- 7.5% to 9% (annualised).

Redemption: - Within three-business day

Risk Profile: -Suitable for investor with medium risk profile and seeking regular income.

Systematic Investment Plan

What is SIP ?



Effects of compounding on savings of Rs. 10,000/- each month

What is SIP ?

SIP is an investment plan designed for anyone looking for regular investment, where you invest
fixed amounts every month in any funds. SIP thus helps you regularly by making investment in

an asset class of your choice.

Effects of compounding on savings of Rs. 10,000/- each month

If we assume the stock market rate of return to be around 25% then from the
below table it is very clear how the compounding effect of saving of Rs.
10,000/- per month can make you a CROREPATI.

The returns are before Tax.

The investments of Rs. 10,000/- if made in fixed deposit, NSC, PPF, etc. the
compounding effect can make the value investment from Rs.36,00,000/- to around
Rs.2,07,26,247/- to Rs. 3,06,97,517/- @ 10% to 12% p.a. for 30 years.

Hence, the same if tried with SIP the returns can be as much as Rs. 15,60,08,367/- to
Rs. 43,56,68,526/- @ 20% to 25%.

Depending upon stock market conditions the above returns from investment in SIP can

be more than or less than the amounts reflected.
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FMP’s ( Fixed Maturity Plans )

FMPs stands for Fixed Maturity Plan. These are close-ended income schemes with a fixed

maturity date. The period could range from fifteen days to as long as two years or more.
When the period comes to an end, the scheme matures and money is paid back.

Like an income scheme, FMPs invest in fixed income instruments i.e. bonds, government
securities, money market instruments etc. The tenure of these instruments depends on the

tenure of the scheme.

FMPs effectively eliminate interest rate risk. This is done by employing a specific investment
strategy. FMPs invest in instruments that mature at the same time their schemes come to an
end. So a 90-day FMP will invest in instruments that mature within 90 days.

For all practical purposes, an FMP is an income scheme of a mutual fund. Hence, the tax
incidence would be similar to that on traditional income schemes. The dividend from an FMP
will be tax free in the hands of an individual investor. However, it would be subject to the

dividend distribution tax.

Redemptions from investments held for less than a year will be short-term gains and added to
the investor's income to be taxed at slab rates applicable. If such an investment were held for
more than a year, the long-term gains would get taxed at 20 per cent with indexation or at 10
per cent without. These rates are subject to the surcharge and education cess as normally
applicable. One can avail the benefit of double indexation and save tax on FMPs held for more
than one year.

FAQ

Why do mutual funds come out with different schemes?

A Mutual Fund may not, through just one portfolio, be able to meet the investment objectives
of all their unit holders. Some unit holders may want to invest in risk-bearing securities such as
equity and some others may want to invest in safer securities such as bonds or government



securities. Hence, the Mutual Fund comes out with different schemes, each with a different

investment objective.

PURCHASE

How can | purchase units?

You could get in touch with us or any of our sub-brokers. We would provide you
with the application form and assistance in applying for any of the mutual fund

schemes.

How are the units priced?

The units are priced based on the NAV (net asset value). The unit holders may
be required to pay an entry load at applicable rates at the time of purchasing
the units. The entry load is calculated with reference to the NAV of the scheme
on the date of purchase of units. The NAV is the current market worth of a
mutual fund unit. NAV of units under any fund/ scheme shall be calculated as

shown below.

NAV (Rs.) =

(Market or Fair Value of the fund investments + Current Assets - Current
Liabilities and Provisions)

No. of units outstanding under the fund

UNITHOLDERS

What documentation will | receive?

If you invest during the Initial Offer Period: An account statement is sent to
you by post stating the number of units allotted, not normally later than 45
days from the close of the initial offer period.



If you invest in an open-ended fund: An account statements/transaction
confirmation is normally sent to you within 7 days from the date of the

transaction.

What happens to the income received by the mutual fund?

The income received is credited to the scheme and constitutes part of the NAV.

What are the charges that could be applicable to me?

There are different kinds of expenses that could be applicable to you
depending upon the investment / redemption that you seek to make and the
applicable loads on these activities for different schemes. For more details on
the kind of expenses applicable to your specific case please check the section

Entry load, Exit Load and Switching cost.

REDEEMING

How long do | need to hold my units?

There is no lock-in in the case of open-ended funds.

What is an Exit Load?

There is an exit load that would apply to the NAV of certain scheme's units if
these were sold prior to a specific holding period.

Why do we charge an Exit Load?

There are various administrative and other costs associated with the
redemption of units by an investor. The funds collected as Load would be
credited to a separate account in the Scheme accounts and would be utilized
to meet such expenses as permitted under the SEBI regulations.

How do | make withdrawals?

These can be made either by redeeming units (receiving money) or by effecting
a switch from one scheme to another (receiving another funds' units).

How to redeem units?



These can be made either by redeeming units (receiving money) or by effecting
a switch from one scheme to another (receiving another funds' units). You have
to make redemption request as per the terms of the scheme. The redemption
amount is paid back to the investor within specified days from the date of
request.

Who is a Registrar?

A Registrar holds and maintains the details of the transactions carried out by
each unit holder in a Mutual Fund scheme. He is appointed by the AMC to serve
the unit holder for the purchases, sales or switching of units that he may carry
out. The dividend distribution, recording of nominations or transfers are some
other services rendered by the Registrar. He may also have Investor Service

Centres in various cities, where an investor can get over-the-counter service.

Does the NAV of Rs. 10 indicate that the fund units are cheaper ?

It is a wrong perception that if the mutual fund is offering units at Rs. 10 it is

cheaper. Yes, you would at this price get more number of units than you would
get if it were priced higher with the same investible surplus. But the number of
units you get is a function of a scheme’s NAV and not an indicator of how cheap
a scheme is. The scheme's NAV is the market value of its portfolio holdings at a

given point of time and its performance is what determines your returns.

Can the NAV of a debt fund fall?

A debt fund invests in fixed-income instruments, where safety of capital and
regular returns are assured. These include Commercial Paper, Certificates of
Deposit, debentures and bonds. While the rate of interest on these instruments
stays the same throughout their tenure, their market value keeps changing,
depending on how the interest rates in the economy move.

A debt fund's NAV is the market value of its portfolio holdings at a given point
in time. As interest rates change, so do the market value of fixed-income
instruments - and hence, the NAV of a debt fund. Thus it is a misnomer that
the debt fund's NAV does not fall.



What can one benchmark the performance of a mutual fund
against ?

A mutual fund scheme should be benchmarked against relevant indices and that
relevant index can be chosen after taking into consideration the asset class it
represents. The Equity funds can be benchmarked against BSE Sensex, S & P
Nifty etc.

The Debt funds can be benchmarked with T-Bill index or I-Bex etc.depending
on the average maturity of the scheme.

Performance of an equity fund must be compared over a 1-2 year horizon and

for a debt fund a period of 6-12 months is considered ideal.

Does out performance of a benchmark index always connote good

performance ?

No, it is not necessary that out performance of a benchmark index always
connotes good performance. The volatility does not permit the investor to rely
on one factor only. The index performance is volatile and may be driven by a
few scrips only, which may not be very reflective. So it is better to keep other
factors like risk adjusted returns (volatility of returns) and NAV movement in
mind while deciding to invest in a fund.

Does higher return necessarily mean a better fund?

Yes, on the face of it high return does connote good fund but there is also some
a certain amount of risk taken by the scheme to achieve these returns. Thus it
is prudent to measure risk also while considering returns to rank a scheme.
Today there are a lot of statistical tools like Beta, Sharpe ratio, Alpha and
standard Deviation to measure this risk. A risk adjusted return is the best
measure to use while judging a scheme. You can also refer to the ratings

assigned by a reputed rating agency.

Dose investing in more than one fund family imply diversification?

No, Investing in more than one Mutual fund family does not necessarily imply
diversification. What is more important is to measure exposure to different
asset classes irrespective of which mutual fund manages your money.



What should one keep in mind while choosing a good mutual fund?

Each individual has different financial goals, based on lifestyle, financial
independence and family commitments, level of incomes and expenses and
many other factors. Thus, before investing your money you need to analyze the
following factors:
Define the Investment objective
Your financial goals will vary, based on your age, lifestyle, financial
independence, family commitments and level of income and expenses among
many other factors. Therefore, the first step should be to assess your needs.
You can begin by defining the investment objectives, which could be regular
income, buying a home or finance a wedding or educate your children or a
combination of all these needs. Also your risk appetite of the investor and cash
flow requirements need to be taken into account.
Choose the right Mutual Fund
Once the investment objective is clear in your mind the next step is choosing
the right Mutual Fund scheme. Before choosing a mutual fund the following
factors need to be considered:

* NAV performance in the past.

* Track record of performance in terms of returns over the last few years in

relation to appropriate yardsticks and other funds in the same category.

* Risk in terms of volatility of returns.

* Services offered by the mutual fund and how investor friendly it is.

* Transparency, which is reflected in the quality and frequency of its

communications.
Go for a proper combination of schemes
Investing in just one Mutual Fund scheme may not meet all your investment
needs. You may consider investing in a combination of schemes to achieve your

specific goals.

5. What are Risk Factors?

The discussion on investment objectives would not be complete without a
discussion on the risks that investing in a mutual fund entails.

At the cornerstone of investing is the basic principle that the greater the risk
you take, the greater the potential reward. Remember that the value of all

financial investments will fluctuate.



Typically, risk is defined as short-term price variability. But on a long-term
basis, risk is the possibility that your accumulated real capital will be
insufficient to meet your financial goals. And if you want to reach your
financial goals, you must start with an honest appraisal of your own personal
comfort zone with regard to risk. Individual tolerance for risk varies, creating a
distinct "investment personality" for each investor. Some investors can accept
short-term volatility with ease, others with near panic. So whether you
consider your investment temperament to be conservative, moderate or
aggressive, you need to focus on how comfortable or uncomfortable you will be

as the value of your investment moves up or down.

Managing risks

Mutual funds offer incredible flexibility in managing investment risk.
Diversification and Systematic Investing Plan (SIP) are two key techniques you
can use to reduce your investment risk considerably and reach your long-term
financial goals.

Diversification

When you invest in one mutual fund, you instantly spread your risk over a
number of different companies. You can also diversify over several different
kinds of securities by investing in different mutual funds, further reducing your
potential risk. Diversification is a basic risk management tool that you will want
to use throughout your lifetime as you rebalance your portfolio to meet your
changing needs and goals. Investors, who are willing to maintain a mix of
equity shares, bonds and money market securities have a greater chance of
earning significantly higher returns over time than those who invest in only the
most conservative investments. Additionally, a diversified approach to
investing -- combining the growth potential of equities with the higher income
of bonds and the stability of money markets -- helps moderate your risk and
enhance your potential return.

Types of risks:

All investments involve some form of risk. Even an insured bank account is
subject to the possibility that inflation will rise faster than your earnings,
leaving you with less real purchasing power than when you started (Rs. 1000
gets you less than it got your father when he was your age). Consider these
common types of risk and evaluate them against potential rewards when you

select an investment.



Market Risk

At times the prices or yields of all the securities in a particular market rise or
fall due to broad outside influences. When this happens, the stock prices of
both an outstanding, highly profitable company and a fledgling corporation may
be affected. This change in price is due to "market risk.”

Inflation Risk

Sometimes referred to as "loss of purchasing power." Whenever inflation sprints
forward faster than the earnings on your investment, you run the risk that
you'll actually be able to buy less, not more. Inflation risk also occurs when
prices rise faster than your returns.

Credit Risk

In short, how stable is the company or entity to which you lend your money
when you invest? How certain are you that it will be able to pay the interest
you are promised, or repay your principal when the investment matures?

Interest Rate Risk
Changing interest rates affect both equities and bonds in many ways. Investors
are reminded that "predicting” which way rates will go is rarely successful. A

diversified portfolio can help in offsetting these changes.

Effect of loss of key professionals and inability to adapt business to the
rapid technological change.

An industries' key asset is often the personnel who run the business i.e.
intellectual properties of the key employees of the respective companies.
Given the ever-changing complexion of few industries and the high
obsolescence levels, availability of qualified, trained and motivated personnel
is very critical for the success of industries in few sectors. It is, therefore,
necessary to attract key personnel and also to retain them to meet the
changing environment and challenges the sector offers.

Failure or inability to attract/retain such qualified key personnel may impact
the prospects of the companies in the particular sector in which the fund

invests.

Exchange Risks

A number of companies generate revenues in foreign currencies and may have



investments or expenses also denominated in foreign currencies. Changes in
exchange rates may, therefore, have a positive or negative impact on
companies which in turn would have an effect on the investment of the fund.

Investment Risks

The sectoral fund schemes, investments will be predominantly in equities of
select companies in the particular sectors. Accordingly, the NAV of the
schemes are linked to the equity performance of such companies and may be
more volatile than a more diversified portfolio of equities.

Changes in the Government Policy

Changes in Government policy especially in regard to the tax benefits may
impact the business prospects of the companies leading to an impact on the
investments made by the fund.

NRI' INVESTMENT

The following persons are eligible to apply:

Indians and persons of Indian Origin residing abroad
Overseas Corporate Bodies predominantly owned by NRIs
Foreign Institutional Investors registered with SEBI

In terms of notification, no F.E.R.A 195/99-RB dated 30th March, 1999, RBI has
granted a general permission to Mutual Funds, as referred to in clause (23D) of
Section 10 of Income Tax Act, 1961, to issue and repurchase units of their
Schemes which are approved by SEBI to NRIs/OCBs on repatriation/non-
repatriation subject to conditions set out in the aforesaid notification.

How to invest?

NRIs can invest on a repatriable basis by making payments for subscription from
the NRE/FCNR accounts maintained with the banks authorized to deal with
Forex in India, by way of an Indian Rupee Draft purchased abroad or by way of
a foreign exchange draft. Payments made from NRO accounts may be treated
as non-repatriable as per RBI guidelines.



What is an NRE account?
A special type of account that Non Resident Indians can open with any Indian
bank for making investments in India on a repatriable basis.



