Unit 2 — Financial Planning & Scheme Selection

1. Equity Mutual Funds

Equity funds are a type of mutual fund that primarily invests in stocks or shares of
companies. These funds aim to generate high returns by capitalizing on the growth potential
of the stock market. Equity funds can be further classified into various categories based on
their investment objectives, market capitalization focus, investment strategy, and
geographical focus.

Key Features of Equity Funds
1. Growth Potential:

o Equity funds aim for capital appreciation over the long term. They invest in
companies with strong growth prospects.

2. Diversification:

o By investing in a diversified portfolio of stocks, equity funds reduce the risk
associated with investing in individual stocks.

3. Professional Management:

o Managed by professional fund managers who analyze market trends, company
performance, and other factors to make informed investment decisions.

4. Liquidity:

o Equity funds offer high liquidity, allowing investors to buy and sell fund units
on any business day.

5. Risk and Return:

o These funds carry a higher risk compared to debt funds or balanced funds but
also offer the potential for higher returns.

Types of Equity Funds
1. Based on Market Capitalization:

o Large-Cap Funds: Invest in large, well-established companies with a high
market capitalization. These funds are generally more stable and less volatile.

o Mid-Cap Funds: Invest in medium-sized companies with potential for
significant growth but also higher volatility.

o Small-Cap Funds: Invest in smaller companies with high growth potential but
also higher risk and volatility.

2. Based on Investment Strategy:

o Growth Funds: Focus on companies that are expected to grow at an above-
average rate compared to other companies.
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o Value Funds: Invest in undervalued companies that are trading below their
intrinsic value.

o Dividend Yield Funds: Focus on companies that pay high dividends, providing
a regular income stream in addition to capital appreciation.

3. Based on Sector or Theme:

o Sector Funds: Invest in a specific sector of the economy, such as technology,
healthcare, or finance. These funds are more volatile due to their concentrated
exposure.

o Thematic Funds: Invest based on a specific theme, such as infrastructure,
consumption, or environmental sustainability.

4. Based on Geographical Focus:
o Domestic Funds: Invest in companies within the investor's home country.

o International Funds: Invest in companies outside the investor's home country,
offering exposure to global markets.

o Global Funds: Invest in both domestic and international markets.
5. Based on Management Style:

o Active Funds: Fund managers actively select stocks to outperform the market
or a specific benchmark.

o Passive Funds: Track a specific index, such as the S&P 500 or Nifty 50, and
aim to replicate its performance.

Advantages of Investing in Equity Funds
1. Potential for High Returns:

o Equity funds have the potential to generate higher returns compared to other
types of mutual funds, such as debt or balanced funds, especially over the long
term.

2. Professional Management:

o Investors benefit from the expertise of professional fund managers who
conduct thorough research and analysis to make investment decisions.

3. Diversification:

o Equity funds invest in a diversified portfolio of stocks, which helps spread risk
and reduces the impact of poor performance by any single stock.

4. Convenience:

o Investing in equity funds is straightforward and accessible, often requiring low
minimum investments. They also offer systematic investment plans (SIPs) for
regular investing.



5. Liquidity:

o Investors can redeem their units on any business day, providing flexibility and
easy access to their investments.

Disadvantages of Investing in Equity Funds
1. Market Risk:

o Equity funds are subject to market risk, meaning their value can fluctuate
based on stock market movements.

2. Management Fees:

o Actively managed equity funds often have higher expense ratios due to the
costs associated with research and active management.

3. Potential for Losses:

o There is no guarantee of returns, and investors can experience losses,
especially in the short term or during market downturns.

2. Index Funds

Index funds are a type of mutual fund or exchange-traded fund (ETF) designed to replicate
the performance of a specific market index, such as the S&P 500, Nifty 50, or FTSE 100.
These funds aim to provide broad market exposure, low operating expenses, and consistent
returns over the long term.

Key Features of Index Funds
1. Passive Management:

o Index funds are passively managed, meaning the fund manager does not
actively select stocks but instead replicates the holdings of a specific index.

2. Diversification:

o By tracking a broad market index, index funds inherently provide
diversification across a wide range of sectors and companies.

3. Low Costs:

o Index funds typically have lower expense ratios compared to actively managed
funds because they require less research and trading activity.

4. Performance Tracking:

o The goal is to match the performance of the index being tracked, minus any
fees and expenses, rather than outperform it.

5. Transparency:

o The holdings of index funds are generally transparent and easy to understand,
as they replicate the composition of a well-known index.



Types of Index Funds
1. Broad Market Index Funds:

o Track large, comprehensive indices like the S&P 500, Nifty 50, or FTSE 100,
providing exposure to a wide range of companies.

2. Sector Index Funds:

o Focus on specific sectors such as technology, healthcare, or finance by
tracking sector-specific indices.

3. Bond Index Funds:

o Track indices composed of bonds, offering exposure to fixed-income
securities.

4. Customized Index Funds:

o Track customized indices created to meet specific investment criteria or
strategies.

Advantages of Index Funds
1. Low Fees:

o Due to passive management, index funds generally have lower management
fees and expense ratios compared to actively managed funds.

2. Diversification:

o By investing in an index fund, investors gain exposure to a wide range of
companies, which helps spread risk.

3. Simplicity:

o Index funds offer a straightforward investment approach, making them
suitable for both novice and experienced investors.

4. Performance Consistency:

o Index funds aim to mirror the performance of the index, providing predictable
and steady returns over the long term.

5. Tax Efficiency:

o With less frequent buying and selling of securities, index funds tend to
generate fewer capital gains, resulting in lower tax liabilities for investors.

Disadvantages of Index Funds

1. Market Risk:

o Since index funds replicate an index, they are subject to the same market risks
and volatility as the overall market.

2. No Potential for Outperformance:



o Index funds are designed to match, not beat, the performance of the index.
Investors seeking to outperform the market may find this limiting.

3. Sectoral Funds/ Thematic Funds

Sectoral funds, also known as sector-specific funds, are a type of equity mutual fund that
focuses on investing in a particular sector or industry of the economy. These funds
concentrate their investments in companies operating within a specific sector, such as
technology, healthcare, finance, or energy, aiming to capitalize on the growth potential within
that sector.

Key Features of Sectoral Funds
1. Sector Focus:

o Investments are concentrated in a specific sector or industry, providing
targeted exposure to that area of the economy.

2. Higher Risk and Return Potential:

o Sectoral funds can offer high returns if the chosen sector performs well, but
they also come with higher risk due to their lack of diversification across
sectors.

3. Active Management:

o These funds are typically actively managed, with fund managers selecting
stocks they believe will outperform within the sector.

4. Cyclical Nature:

o Sectoral funds can be highly cyclical, with performance closely tied to the
economic cycle and specific trends affecting the sector.

Types of Sectoral Funds
1. Technology Funds:

o Invest in technology companies involved in software, hardware, IT services,
and related areas.

o Example: Infosys, TCS, Apple, Microsoft.
2. Healthcare Funds:

o Focus on pharmaceutical companies, healthcare providers, biotechnology
firms, and medical equipment manufacturers.

o Example: Pfizer, Johnson & Johnson, Sun Pharmaceuticals.

3. Financial Services Funds:



o Invest in banks, insurance companies, brokerage firms, and other financial
institutions.

o Example: HDFC Bank, ICICI Bank, JPMorgan Chase, Goldman Sachs.
4. Energy Funds:

o Concentrate on companies involved in oil, natural gas, renewable energy, and
related services.

o Example: Reliance Industries, ExxonMobil, BP.
5. Infrastructure Funds:

o Invest in companies involved in construction, engineering, utilities, and
infrastructure development.

o Example: Larsen & Toubro, Adani Ports, Caterpillar.
6. Real Estate Funds:

o Focus on real estate developers, property management companies, and REITs
(Real Estate Investment Trusts).

o Example: DLF, Godrej Properties, Simon Property Group.
7. Consumer Goods Funds:

o Invest in companies producing consumer products, both discretionary (luxury
items) and staples (essential items).

o Example: Hindustan Unilever, Nestlé, Procter & Gamble.
Advantages of Sectoral Funds
1. High Growth Potential:

o Ifthe chosen sector experiences strong growth, sectoral funds can provide
significant returns.

2. Expert Management:

o Fund managers with expertise in the specific sector can make informed
investment decisions to capitalize on opportunities.

3. Targeted Exposure:

o Allows investors to gain exposure to a particular sector they believe will
outperform.

Disadvantages of Sectoral Funds
1. Higher Risk:

o Concentration in a single sector increases risk and volatility, as poor
performance in the sector can negatively impact the fund's returns.

2. Cyclical Performance:



o Sectoral funds can be highly cyclical, performing well during sector booms
and poorly during downturns.

3. Lack of Diversification:

o Limited diversification can lead to higher risk compared to more broadly
diversified equity funds.

4. Quant Mutual Fund

Established in 1996, Quant Mutual Fund is one of the oldest and pioneering mutual funds in
India with a legacy of over 22 years in the asset management industry across the country. It
offers a diverse set of investment products across asset classes.

The dynamic and active style of money management adapted by Quant mutual fund enables it
to generate alpha while safeguarding the interest of its investors. Its focus on 'Predictive
Analytics' has helped it sustain amidst adverse market conditions and to also emerge as one
of the top AMCs in India. An impressive philosophy agile asset allocation, multi-dimensional
research, and innovative product offerings have helped the fund house to generate a large
number of investor folios. Quant Mutual Fund offers a vast range of mutual fund schemes
across equity, tax-saving, debt, and hybrid categories.

Key Features of Quant Mutual Funds
1. Quantitative Models:

o Investment decisions are based on mathematical models and algorithms that
analyze vast amounts of data to identify patterns and predict future
performance.

2. Data-Driven:

o Utilize historical data, market trends, financial statements, and other data
points to make informed investment choices.

3. Systematic Approach:

o Follow a disciplined and systematic investment process, reducing human
biases and emotions in decision-making.

4. Diverse Strategies:

o Can employ various strategies such as momentum investing, value investing,
arbitrage, and mean reversion.

5. Technology-Driven:

o Heavily rely on technology, including machine learning, artificial intelligence,
and big data analytics.

5. International Mutual Funds

International mutual funds are investment funds that focus on stocks, bonds, or other
securities outside of your home country. These funds provide investors with exposure to



global markets, diversifying their portfolios beyond domestic investments. Here’s an
overview of international mutual funds, their types, benefits, and considerations:

Types of International Mutual Funds
1. Global Funds:

o Invest in securities from around the world, including both domestic and
international markets.

o Example: A global fund might invest in companies from the U.S., Europe,
Asia, and other regions.

2. International Funds:
o Focus exclusively on securities outside of the investor’s home country.

o Example: A fund might invest in European, Asian, or Latin American markets
but not in the U.S.

3. Regional Funds:

o Invest in a specific region of the world, such as Asia-Pacific, Latin America, or
Europe.

o Example: An Asia-Pacific fund would focus on countries like China, Japan,
and India.

4. Country-Specific Funds:

o Invest in securities from a specific country.

o Example: A fund might invest solely in Indian stocks or bonds.
5. Emerging Markets Funds:

o Focus on investing in developing economies that have higher growth potential
but also higher risk.

o Example: Funds might invest in countries like Brazil, Russia, India, and China
(BRIC).

6. Developed Markets Funds:

o Invest in more stable, developed economies with lower growth rates compared
to emerging markets.

o Example: Funds might focus on countries like Germany, Japan, and Australia.
Benefits of International Mutual Funds
1. Diversification:

o Spreading investments across different countries and regions can reduce risk
and increase potential returns by diversifying across various economic and
market conditions.



2. Growth Opportunities:

o International markets can offer growth opportunities that might not be
available in domestic markets. Emerging markets, in particular, can provide
high growth potential.

3. Currency Diversification:

o Investing in international funds exposes you to different currencies, which can
provide additional diversification benefits and potentially hedge against
domestic currency fluctuations.

4. Access to Global Markets:

o International funds give investors access to a wide range of global investment
opportunities, including sectors and companies not available in their home
country.

Considerations When Investing in International Mutual Funds
1. Currency Risk:

o Fluctuations in exchange rates can impact the returns on international
investments. A strong domestic currency relative to foreign currencies can
reduce returns, and vice versa.

2. Political and Economic Risks:

o International investments may be subject to geopolitical tensions, economic
instability, and varying regulatory environments.

3. Market Differences:

o Different countries have different market practices, regulations, and trading
hours, which can affect fund performance and liquidity.

4. Fees and Expenses:

o International funds may have higher management fees and expenses due to the
complexities of managing investments across various countries.

5. Tax Implications:

o Be aware of the tax treatment of foreign investments, including potential
withholding taxes on dividends and capital gains, which can affect overall
returns.

6. Fund Manager Expertise:

o The success of an international fund often depends on the fund manager's
ability to navigate global markets and make informed investment decisions.



6. Growth Mutual Funds Vs Dividend Mutual Fund

Differences

Dividend Mutual Funds

Growth Mutual Funds

Profits booked by
the fund manager

Distributed among investors

Reinvested in the scheme

Total Returns

Dividends are subtracted from
the NAV. As a result, the ex-

Because profits re-invested may earn
profits, the NAV will rise (compounding)

dividend NAV is lower.
Net Asset Value Due to periodic payouts, total Over a suitably long investment horizon,
(NAV) profits will be lower compared to total returns are usually larger than
the growth option in the long run. dividend returns.
Taxation Taxed at the investor's income tax | When redeeming, you may be subject to
slab rate short-term and long-term capital gains tax.
Who should Consider the dividend option if you | If you do not require a steady income flow,
invest? require steady income flows from invest in the growth option because your

your investment.

overall returns may be higher.

7. Debt Mutual Funds

Debt mutual funds are designed to invest primarily in fixed-income securities such as bonds,
government securities, and other debt instruments. They are suitable for investors seeking
regular income with lower risk compared to equity investments. Here’s a detailed overview of
the various types of debt mutual funds:

1. Types of Debt Mutual Funds

¢ Short-Term Debt Funds

@)

@)

Investment Focus: Invest in short-term fixed-income instruments with

maturities of up to 1-3 years.

Characteristics: Lower interest rate risk; suitable for investors with a short-

term investment horizon.

Examples: Short-Term Bond Funds, Money Market Funds.

o Long-Term Debt Funds

o

o

o

Investment Focus: Invest in long-term debt securities with maturities

exceeding 3 years.

Characteristics: Higher interest rate risk; suitable for long-term investments.

Examples: Long-Term Bond Funds, Government Securities Funds.

e Liquid Funds
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o Investment Focus: Invest in very short-term instruments like Treasury Bills,
repurchase agreements, and certificates of deposit.

o Characteristics: Low risk and high liquidity; ideal for parking surplus funds
for short durations.

o Examples: Liquid Funds, Money Market Funds.
Gilt Funds

o Investment Focus: Invest primarily in government securities issued by central
and state governments.

o Characteristics: Low credit risk; sensitive to interest rate changes.

o Examples: Gilt Funds, Gilt Plus Funds.

Corporate Bond Funds
o Investment Focus: Invest in corporate bonds issued by companies.

o Characteristics: Higher yield potential but comes with credit risk; suited for
investors looking for higher returns compared to government securities.

o Examples: Corporate Bond Funds, Credit Risk Funds.

Dynamic Bond Funds

o Investment Focus: Actively manage the portfolio based on interest rate
movements and economic conditions.

o Characteristics: Flexible investment strategy; can invest in a mix of short-
term and long-term securities.

o Examples: Dynamic Bond Funds, Income Funds.
Key Features

o Risk and Return: Generally, offer lower risk and more stable returns compared to
equity funds. However, returns can vary based on interest rate movements and credit
quality of the securities.

o Interest Rate Sensitivity: Longer-duration debt funds are more sensitive to interest
rate changes, while short-term funds are less impacted.

e Credit Risk: Funds investing in corporate bonds or lower-rated securities carry credit
risk, i.e., the risk of the issuer defaulting on payments.

8. Hybrid Funds

Hybrid mutual funds are investment vehicles that combine elements of both equity (stocks)
and debt (bonds) to achieve a balanced approach to investing. They are designed to offer a
mix of growth potential and income generation, making them suitable for investors with
moderate risk tolerance. Here’s a comprehensive overview of hybrid mutual funds:
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1. Types of Hybrid Mutual Funds

Key Features

Balanced Funds

o

Investment Focus: Invest in a mix of equity and debt instruments, typically
with a 50-50 or 60-40 split between stocks and bonds.

Characteristics: Aim to provide both capital appreciation and regular income.
The exact allocation between equity and debt can vary based on the fund’s
objective.

Aggressive Hybrid Funds

o

Investment Focus: Allocate a higher percentage to equity (usually around
65% or more) compared to debt.

Characteristics: Target higher capital appreciation with a higher risk profile.
Suitable for investors looking for growth with moderate income.

Conservative Hybrid Funds

o

Investment Focus: Allocate a higher percentage to debt (usually around 75%
or more) compared to equity.

Characteristics: Focus on income generation and capital preservation with a
lower risk profile. Suitable for risk-averse investors seeking stable returns.

Dynamic Asset Allocation Funds

o

Investment Focus: Actively adjust the allocation between equity and debt
based on market conditions and economic outlook.

Characteristics: Seek to optimize returns by shifting the asset allocation
dynamically. Can provide flexibility to adapt to changing market conditions.

Target-Date Funds

@)

Investment Focus: Adjust the asset allocation gradually as the target date
(e.g., retirement date) approaches.

Characteristics: Initially invest more in equities for growth and shift towards
more conservative investments like debt as the target date nears.

Multi-Asset Funds

o

Investment Focus: Invest in a diversified portfolio across multiple asset
classes, including equities, debt, commodities, and real estate.

Characteristics: Aim to provide broad diversification and balance across
various asset classes.

Diversification: By investing in both equities and debt, hybrid funds offer
diversification within a single investment product, which can help reduce overall

portfolio risk.

12



e Risk and Return Profile: Hybrid funds generally offer a balanced risk-return profile.
Aggressive hybrids focus more on growth with higher risk, while conservative
hybrids emphasize stability and income.

o Flexibility: Dynamic and target-date hybrid funds offer flexibility to adjust the
investment mix based on market conditions or nearing investment goals.

Benefits

o Balanced Approach: Provide a mix of growth potential and income, catering to
investors who want both capital appreciation and regular income.

o Simplified Investing: Combine multiple asset classes into a single fund, reducing the
need for investors to manage multiple investments.

o Risk Management: Help mitigate risk through diversification and strategic asset
allocation.

9. Open Ended Funds

Open-ended mutual funds are investment schemes that allow you to buy or sell units at their
current value (Net Asset Value or NAV) on any business day. Unlike closed-end funds, they
don’t have a fixed number of shares and can continuously issue or redeem units.

Key Features
1. Liquidity

o Easy Transactions: You can buy or sell units at the NAV, which is calculated
daily.

o No Fixed Maturity: You can redeem your investment anytime.
2. NAV-Based Pricing

o Daily Updates: The NAV reflects the fund’s value based on the market value
of its assets, updated every day.

3. Continuous Offer

o Ongoing Availability: New units are always available for purchase, and
existing units can be redeemed whenever you want.

4. Diversification

o Spread Risk: Invest in a range of assets (stocks, bonds, etc.) to reduce risk.
5. Types of Open-Ended Funds

o Equity Funds: Invest mainly in stocks.

o Debt Funds: Focus on bonds and other fixed-income securities.

o Hybrid Funds: Combine stocks and bonds.
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o Liquid Funds: Invest in short-term, highly liquid instruments.

o Index Funds: Track a specific market index.
6. Investment Options

o Lump Sum: Invest a one-time amount.

o SIP (Systematic Investment Plan): Invest a fixed amount regularly.
7. Fees

o Expense Ratio: Covers fund management and other costs, expressed as a
percentage of assets.

o Entry/Exit Loads: Some funds might charge fees for buying or selling units,
though entry loads have been removed in India.

8. Regulation and Transparency

o SEBI Rules: Regulated by the Securities and Exchange Board of India to
ensure transparency.

o Regular Updates: The fund provides regular reports on performance and
holdings.

Advantages
e Liquidity: Buy or sell units easily with daily pricing.
« Flexibility: No fixed end date, and you can invest or withdraw at any time.

o Diversification: Professional management of a diversified portfolio.

10. Funds of Funds

Funds of Funds (FoFs) are investment funds that invest in other mutual funds or investment
funds rather than directly in securities like stocks or bonds. The primary goal of a Fund of
Funds is to provide investors with a diversified portfolio by investing in a range of other
funds, which can include equity funds, bond funds, or other types of mutual funds.

Key Features of Funds of Funds
1. Diversification:

o FoFs provide diversification by investing in a variety of underlying funds,
which in turn invest in different asset classes and sectors. This diversification
can help manage risk and reduce volatility.

2. Professional Management:

o Managed by professional fund managers who select and monitor the
underlying funds. The managers aim to construct a well-diversified portfolio
that aligns with the fund’s investment objectives.
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3. Asset Allocation:

o FoFs often focus on strategic asset allocation, choosing underlying funds
based on asset class, geography, sector, and investment style to achieve the
desired risk-return profile.

4. Single Investment Vehicle:

o Investors can gain exposure to a diversified portfolio by investing in a single
FoF, which simplifies the investment process.

5. Expense Structure:

o FoFs incur fees at two levels: management fees for the FoF itself and
management fees for the underlying funds. This can result in higher total fees
compared to investing directly in individual funds.

Types of Funds of Funds
1. Mutual Fund of Funds:

o Invest in other mutual funds, such as equity, bond, or balanced funds. They
offer a diversified investment approach within the mutual fund industry.

2. Hedge Fund of Funds:

o Invest in a portfolio of hedge funds. These FoFs aim to achieve high returns
by diversifying across various hedge fund strategies.

3. Private Equity Fund of Funds:

o Invest in a portfolio of private equity funds. These FoFs provide access to
private equity investments, which are typically less accessible to individual
investors.

4. Index Fund of Funds:

o Invest in a selection of index funds, which track various market indices. These
FoFs aim to provide broad market exposure and low cost.

5. Target Date Funds:

o Atype of FoF that adjusts its asset allocation based on a target retirement date.
As the target date approaches, the fund gradually becomes more conservative.

Advantages of Funds of Funds
1. Diversification:

o Provides exposure to a wide range of asset classes and investment strategies,
reducing the risk associated with investing in a single fund or asset class.

2. Simplified Investment:
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o Offers a single investment vehicle that provides access to multiple funds,
simplifying the investment process for individuals.

3. Professional Management:

o Managed by experienced fund managers who select and monitor the
underlying funds, saving investors the time and effort required for fund
selection.

4. Access to Specialized Strategies:

o Allows investors to access specialized investment strategies, such as hedge
funds or private equity, which may be difficult to access individually.

5. Risk Management:

o Helps manage risk through diversification and professional fund selection,
potentially reducing the impact of poor performance in any single fund.

Disadvantages of Funds of Funds
1. Higher Fees:

o Investors pay management fees at both the FoF level and the underlying fund
level, which can lead to higher overall fees compared to investing directly in
individual funds.

2. Complexity:

o The multiple layers of fees and investments can make it more complex to
understand the total cost and performance of the investment.

3. Limited Control:

o Investors have less control over the individual funds in the FoF portfolio, as
the fund managers make decisions about the underlying investments.

4. Potential for Over-Diversification:

o Investing in multiple underlying funds can sometimes lead to over-
diversification, diluting potential returns.

5. Performance Tracking:

o It can be challenging to track the performance of a FoF compared to individual
funds, as the performance depends on the combined performance of all
underlying funds.

11. REITs

Real Estate Investment Trusts (REITs) are companies that own, operate, or finance income-
generating real estate across a range of property sectors. They provide a way for individuals
to invest in large-scale, income-producing real estate without having to directly buy or
manage properties. REITs are designed to offer high dividend yields and can be an attractive
option for investors seeking regular income and diversification.
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Key Features of REITs
1. Income Generation:

o REITs typically generate income through the rental or lease payments from
their properties. They are required to distribute at least 90% of their taxable
income to shareholders in the form of dividends, making them a popular
choice for income-seeking investors.

2. Diversification:

o By investing in a REIT, investors gain exposure to a diversified portfolio of
real estate assets, which helps spread risk across various properties and
sectors.

3. Liquidity:

o Publicly traded REITs are listed on major stock exchanges, allowing investors
to buy and sell shares easily, providing liquidity similar to that of stocks.

4. Professional Management:

o Managed by professional teams with expertise in real estate investment,
property management, and leasing. They handle the acquisition, management,
and disposition of properties.

Types of REITs
1. Equity REITs:
o Focus: Own and operate income-generating real estate properties.
o Income Source: Rental income from the properties they own.

o Examples: Office buildings, shopping malls, apartment complexes, industrial
properties.

2. Mortgage REITs (mREITs):

o Focus: Provide financing for income-generating real estate by purchasing or
originating mortgage loans or mortgage-backed securities.

o Income Source: Interest income from the mortgage loans or securities.

o Examples: Residential mortgage-backed securities, commercial mortgage-
backed securities.

3. Hybrid REITs:
o Focus: Combine elements of both equity and mortgage REITs.

o Income Source: Both rental income from owned properties and interest
income from mortgage investments.

4. Specialty REITs:
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o Focus: Invest in specialized sectors or types of properties that do not fit into
traditional categories.

o Examples: Healthcare facilities, data centers, cell towers, and timberlands.
Advantages of REITs
1. Income Generation:

o High dividend yields due to the requirement to distribute most of their income
to shareholders.

2. Diversification:

o Exposure to a diverse range of properties and sectors, which can reduce
investment risk.

3. Liquidity:

o Publicly traded REITs offer liquidity, allowing investors to buy and sell shares
on the stock exchange.

4. Professional Management:

o Managed by experts who handle property acquisition, management, and
disposition.

5. Accessibility:

o Provides access to real estate investments for individual investors without the
need to directly buy or manage properties.

Disadvantages of REITs
1. Market Risk:

o Share prices of publicly traded REITs can fluctuate based on market
conditions, interest rates, and economic factors, which may impact overall
returns.

2. Interest Rate Sensitivity:

o REITs, especially mortgage REITs, are sensitive to changes in interest rates.
Rising rates can increase borrowing costs and reduce the value of existing
mortgage assets.

3. Tax Implications:

o Dividends from REITs are typically taxed at a higher rate compared to
qualified dividends from other stocks.

4. Management Fees:

o Professional management fees can reduce overall returns. It's important to
understand the fee structure of the REIT.

5. Sector-Specific Risks:
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o Specialty REITs or those focused on specific sectors can be subject to sector-
specific risks, such as changes in demand for office space or healthcare
facilities.

12. Systematic Transfer Plan (STP)

A Systematic Transfer Plan (STP) is an investment strategy in mutual funds that allows an
investor to transfer a fixed amount or a fixed number of units from one mutual fund scheme
to another within the same fund house at regular intervals. This strategy can help investors
manage risk, balance their portfolios, and optimize returns over time. Here’s a detailed
explanation of STP:

Key Features of STP
1. Regular Transfers:

o Investors can set up transfers at regular intervals, such as weekly, monthly, or
quarterly.

o This systematic approach helps in averaging out the cost of investments,
similar to SIP (Systematic Investment Plan).

2. Customizable Amounts:

o The investor can specify the exact amount or number of units to be transferred
each time.

o This provides flexibility in managing cash flows and investment amounts.
3. Risk Management:

o STPs are often used to gradually move investments from a low-risk fund (like
a debt fund) to a higher-risk fund (like an equity fund), or vice versa.

o This gradual approach helps in mitigating the impact of market volatility.
4. Portfolio Rebalancing:

o Investors can use STPs to maintain their desired asset allocation by regularly
transferring funds to balance their portfolios.

o This helps in aligning the portfolio with changing market conditions and
personal financial goals.

Types of STP
1. Fixed STP:
o A fixed amount or number of units is transferred at each interval.
o This method provides a steady and predictable transfer pattern.
2. Capital Appreciation STP:
o Only the capital appreciation (gains) from the source scheme is transferred to

the target scheme.

19



o This helps in preserving the principal amount while investing the gains.
Benefits of STP
1. Market Timing:

o By systematically transferring funds, investors can avoid trying to time the
market and reduce the impact of market fluctuations.

o This can lead to more stable investment returns over time.
2. Disciplined Investing:

o STPs promote a disciplined investment approach by automating the transfer
process and reducing emotional decision-making.

o Regular transfers ensure consistent investment behaviour.
3. Flexibility:

o Investors can adjust the transfer amount, frequency, and even stop the STP if
needed.

o This adaptability makes STPs a versatile tool for various investment strategies.
4. Goal Alignment:

o STPs can be aligned with specific financial goals, such as gradually increasing
equity exposure for long-term growth or reducing risk as one approaches
retirement.

13. Systematic Investment Plan (SIP)

A Systematic Investment Plan (SIP) is a disciplined investment approach in which an investor
commits to investing a fixed amount of money at regular intervals (such as monthly or
quarterly) into a specific mutual fund. SIPs are popular in mutual funds, particularly in equity
mutual funds, due to their ability to average out market volatility and promote regular saving
habits.

Key Features of SIP
1. Regular Investments:

o Investors contribute a predetermined fixed amount at regular intervals,
regardless of market conditions.

o This can be as low as INR 500 per month in many mutual funds.
2. Rupee Cost Averaging:
o SIPs help in averaging the purchase cost of mutual fund units over time.

o When markets are down, the fixed investment buys more units; when markets
are up, it buys fewer units. This reduces the impact of market volatility on the
investment.

3. Disciplined Saving:
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o Encourages a habit of regular saving and investing, which can be beneficial
for long-term wealth creation.

o Automatic deductions from the investor’s bank account ensure consistent
investing.

4. Flexibility:

o SIPs offer flexibility in terms of investment amount and duration.

o Investors can start, stop, increase, or decrease their SIP amounts as per their
financial situation.

5. Compounding Benefits:

o Regular investments over a long period can compound, leading to significant
wealth accumulation.

o The returns generated from the investments are reinvested, resulting in
compound growth.

Advantages of SIP

Convenience:
o Easy to set up and manage through mutual fund houses or online platforms.
o Automated deductions make it hassle-free.

No Need to Time the Market:
o Investors do not need to worry about timing the market highs and lows.

o The regular investment approach ensures that investors participate in the
market across different cycles.

Affordability:

o Small regular investments are more manageable for most investors compared
to a large lump-sum investment.

o Suitable for investors with a steady but limited income.
Diversification:

o By investing in mutual funds, SIPs provide exposure to a diversified portfolio
of stocks, reducing the risk associated with investing in individual stocks.

Goal-Based Investing:

o SIPs can be aligned with specific financial goals such as retirement, buying a
house, or children's education.

o Investors can choose the tenure and amount based on their financial
objectives.
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14. Systematic Withdrawal Plan (SWP)

A Systematic Withdrawal Plan (SWP) is an investment strategy that allows investors to
withdraw a fixed amount of money from a mutual fund scheme at regular intervals. This
can be particularly useful for generating a steady income stream, especially for retirees or
individuals seeking regular cash flow from their investments. Here’s an in-depth look at
SWPs:

Key Features of SWP
1. Regular Withdrawals:

o Investors can schedule withdrawals at regular intervals (e.g., monthly,
quarterly, annually).

o This provides a predictable income stream.

2. Customizable Amounts:
o The withdrawal amount can be fixed according to the investor’s needs.
o It can be a set amount of money or a specified number of units.

3. Flexibility:

o Investors have the flexibility to modify or stop the SWP as per their
requirements.

o The frequency and amount of withdrawals can be adjusted.
4. Source of Income:

o SWPs can act as a reliable source of income, making them suitable for retirees
or those looking for regular cash flow.

Types of SWP

1. Fixed SWP:
o A fixed amount is withdrawn at regular intervals, providing a steady income.
o For example, withdrawing INR 10,000 from a mutual fund every month.

2. Appreciation SWP:

o Only the capital appreciation (gains) is withdrawn, leaving the principal
amount intact.

o This method helps in preserving the capital while using the gains for income.
Benefits of SWP
1. Regular Income:

o SWPs provide a steady and predictable stream of income, which can be very
beneficial for individuals who need regular cash flows, such as retirees.

2. Capital Preservation:
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o By withdrawing only the gains (in the case of appreciation SWP), the principal
amount remains invested, potentially continuing to grow over time.

3. Flexibility and Control:

o Investors have control over the withdrawal amount and frequency, which can
be adjusted based on changing financial needs and goals.

4. Systematic Disbursement:

o SWPs provide a disciplined approach to withdrawing funds, reducing the
temptation to withdraw large sums impulsively.

Drawbacks of SWP
1. Market Risk:

o If the market performs poorly, the value of the mutual fund may decrease,
affecting the amount available for withdrawal.

2. Principal Erosion:

o If the withdrawal rate is too high relative to the fund's performance, the
principal amount may get eroded over time.

3. Tax Implications:

o Depending on the type of mutual fund and holding period, withdrawals may
trigger capital gains tax.

15. SAI

A Statement of Account (SAI) in mutual funds is a document that provides detailed
information about an investors mutual fund investment.

1. Personal Details

o Investor Information: This section includes the investor’s name, address, contact
number, email address, and other personal details.

e Account Number: The unique identification number for the mutual fund account.

e PAN (Permanent Account Number): The tax identification number issued by the
Indian government, which is required for financial transactions.

2. Investment Details

e Mutual Fund Schemes: The names of the mutual funds or schemes in which you
have invested.

e Units Held: The number of units you own for each mutual fund scheme.

e NAV (Net Asset Value): The current value of each unit, which determines the overall
value of your investment.
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Investment Value: The total value of your investments in each scheme, calculated as
units held multiplied by the NAV.

3. Transaction History

Purchase Transactions: Details of all the purchases made, including dates, amounts
invested, and the NAV at the time of purchase.

Redemption Transactions: Details of any withdrawals or redemptions, including the
amount redeemed, the NAV at the time of redemption, and the date.

Switch Transactions: If you’ve moved money from one scheme to another, this
section will provide details of such transactions.

Systematic Transactions: Information about regular investment plans (SIPs) or
systematic withdrawal plans (SWPs) if applicable.

4. Dividend History

Dividends Declared: Information about any dividends declared by the mutual fund
schemes.

Dividend Received: Details of the amounts received or reinvested dividends in your
account.

Dividend Dates: Dates on which dividends were declared and credited to your
account.

5. Charges and Fees

Expense Ratio: A percentage indicating the costs associated with managing the fund,
including management fees, administrative expenses, etc.

Entry and Exit Loads: Charges applied when purchasing or redeeming units of the
mutual fund, if applicable.

Other Fees: Any other charges or fees that might be relevant to the mutual fund
investments.

6. Performance Summary

Historical Performance: A summary of the mutual fund’s performance over various
periods, such as 1 year, 3 years, 5 years, etc.

Benchmark Comparison: Comparison of the fund’s performance with a relevant
benchmark index.

7. Tax Information

Taxable Events: Information related to any tax implications of your investments,
such as capital gains or dividends.

Tax Deducted at Source (TDS): Details about any TDS deducted on dividends or
redemptions.
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8. Contact Information

e AMC Details: Contact details of the Asset Management Company managing the
mutual fund, including phone numbers, email addresses, and office addresses.

SAI - https://www.sebi.gov.in/sebi_data/commondocs/sail_p.pdf

16. SID

he Scheme Information Document (SID) is a comprehensive document provided by an
Asset Management Company (AMC) for each mutual fund scheme. It contains detailed
information about the scheme and is essential for investors to understand the investment
product before making a decision. SID typically includes:

1. Scheme Overview
e Scheme Name: The official name of the mutual fund scheme.

o Type of Scheme: The category of the scheme (e.g., equity, debt, hybrid, sector-
specific).

o Investment Objective: The primary goal of the scheme, such as capital appreciation,
income generation, or a combination of both.

2. Investment Strategy

o Asset Allocation: Details on how the fund plans to allocate its assets across various
asset classes like equities, bonds, cash, etc.

e Investment Approach: The investment philosophy and strategy adopted by the fund
manager.

3. Fund Manager Details

e Fund Manager’s Experience: Information about the fund manager(s) responsible for
managing the scheme, including their qualifications and experience.

e Other Schemes Managed: List of other schemes managed by the same fund
manager.

4. Investment Restrictions and Policies

e Permissible Investments: Types of securities and instruments in which the scheme
can invest.

e Investment Limits: Any restrictions on the maximum or minimum limits for
investments in certain sectors or securities.

e Borrowing and Lending: Guidelines on borrowing and lending activities, if any.
5. Risk Factors

o Investment Risks: Information about various risks associated with the scheme,
including market risk, credit risk, interest rate risk, and others.

o Risk Mitigation: Strategies employed by the fund to manage or mitigate these risks.
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6. Scheme Performance

o Past Performance: Historical performance of the scheme, typically shown for
various time periods.

e Benchmark Comparison: Comparison of the scheme’s performance with relevant
benchmarks.

7. Fees and Expenses

o Expense Ratio: The cost of managing the scheme, including management fees and
other expenses, expressed as a percentage of average assets under management
(AUM).

o Entry and Exit Loads: Charges applicable when purchasing or redeeming units of
the scheme.

e Other Charges: Any additional fees that may be applicable.
8. Minimum Investment Requirements

o Initial Investment: The minimum amount required to invest in the scheme at the time
of initial investment.

e Subsequent Investments: Minimum amounts for additional investments.
9. Redemption and Transfer Policies
e Redemption: Procedures and conditions for redeeming units of the scheme.

o Transfer: Policies regarding the transfer of units between different schemes or
investors.

10. Taxation

o Tax Implications: Information on the tax treatment of dividends, capital gains, and
other aspects of the scheme.

11. Regulatory and Compliance Information

e Regulations: Information about compliance with regulatory norms set by the
Securities and Exchange Board of India (SEBI).

o Legal Proceedings: Any legal proceedings or disputes involving the scheme.
12. Contact Information

e AMC Details: Contact information for the Asset Management Company, including
phone numbers, email addresses, and office addresses.

o Registrar and Transfer Agent: Details of the registrar handling the scheme’s
transactions and record-keeping.
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SID -
https://www.sebi.gov.in/sebiweb/other/OtherAction.do?doGetFundDetails=yes&mfdld=1565
7

17. KIM

The Key Information Memorandum (KIM) is a document provided by mutual fund
companies that gives a concise overview of a mutual fund scheme. It is intended to provide
investors with key information about the scheme in a simplified and easy-to-understand
format. A KIM includes:

1. Scheme Overview
e Scheme Name: The official name of the mutual fund scheme.

o Type of Scheme: The category of the scheme, such as equity, debt, hybrid, or sector-
specific.

2. Investment Objective

e Objective: The primary goal of the scheme, such as capital appreciation, income
generation, or a combination of both.

3. Fund Manager Information

e Fund Manager: Details about the person or team managing the scheme, including
their experience and qualifications.

4. Investment Strategy

o Investment Approach: Overview of the strategy and asset allocation used by the
scheme.

5. Risk Factors

e Risk Overview: Summary of the main risks associated with the scheme, such as
market risk, credit risk, and interest rate risk.

6. Performance Information

o Historical Performance: A summary of the scheme’s performance over various
periods (e.g., 1 year, 3 years, 5 years).

7. Fees and Expenses

o Expense Ratio: The annual cost of managing the scheme, including management fees
and other expenses.

o Entry and Exit Loads: Charges for buying or redeeming units of the scheme.
8. Minimum Investment Requirements
o Initial Investment: The minimum amount required to start investing in the scheme.

e Subsequent Investments: Minimum amounts for additional investments.
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9. Redemption and Transfer

e Redemption Procedures: How to redeem units of the scheme.

o Transfer: Policies on transferring units between schemes or investors.
10. Taxation

o Tax Information: Overview of the tax treatment of dividends, capital gains, and other
relevant aspects.

11. Additional Information

e Regulatory Compliance: Compliance with regulations set by SEBI (Securities and
Exchange Board of India).

o Contact Details: Information for reaching the Asset Management Company (AMC)
and the registrar.

KIM -
https://www.sebi.gov.in/sebiweb/other/OtherAction.do?doGetFundDetails=yes&mfdld=1565
9

Importance of reading SID/KIM/SAI

Here are some key reasons why investors should make it a point to read the SID, KIM, and
SAI before investing in any mutual fund scheme.

1. Avoid blind investing: The biggest benefit of reading the scheme documents is that
it helps investors avoid putting money blindly into a fund. The documents provide
clarity on all key parameters of the scheme.

2. Assess suitability to goals: The documents give an in-depth perspective on the
scheme features and help assess if the scheme matches one's investment objectives,
time horizon, and risk appetite.

3. Track record evaluation: Details on the fund manager's experience and the scheme's
historical performance enable evaluation of track record, which is critical while
choosing a fund.

4. Fee structure clarity: The expense ratios, loads and other costs associated with the
scheme are laid out clearly in the documents, ensuring investors have full clarity on
the fees charged.

5. Risk factor analysis: The key scheme-specific risks are listed out in the documents,
enabling investors to assess the risks the scheme is exposed to based on portfolio
composition and strategy.

6. Track ongoing changes: Regularly reviewing the documents enables investors to
track any changes made to the scheme features, strategies, fund managers etc. over
time.

7. Make informed decisions: Taken together, the SID/KIM/SAI equip investors with all
the significant information required to make prudent investment decisions.
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18. Fund Fact Sheet

A mutual fund fact sheet allows even the greenest investors to get up to date on a fund's key
facts. Through simple formatting and a focus on easily understandable data, these sheets,
typically updated monthly, are a good starting point for new investors.

file:///C:/Users/venis/Downloads/all-sbimf-schemes-factsheet-(index)-june-2024.pdf
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