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Preface

This e-book is designed to provide an in-depth understanding of Mutual Funds for
undergraduate students. It covers fundamental concepts, types of mutual funds,
investment strategies, and performance evaluation techniques. Each topic is explained
with practical examples, ensuring clarity and real-world relevance.
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Module 1: Introduction to Mutual Funds

Definition and Concept

A Mutual Fund is a trust that collects money from many investors and invest
in various asset classes (equity, debt, liquid asset, etc).

It is called "Mutual" because all the profit, loss, risks, and dividends from the investments
are shared among all the investors according to their contributions.

A mutual fund is a professionally managed investment fund that pools money from
multiple investors to purchase a diversified portfolio of stocks, bonds, or other securities.
Mutual funds are managed by Asset Management Companies (AMCs) and overseen by
professional fund managers. These funds are designed to offer small investors the benefits
of professional management, diversification, and liquidity, making them a suitable
investment option for a wide range of financial goals.

Mutual funds operate by collecting money from investors, which is then invested in
different asset classes based on the fund’s objective. Investors receive units proportional to
their investment, and their returns depend on the fund’s performance. The Net Asset
Value (NAV) is the per-unit price of the fund, which fluctuates daily based on the market
value of the underlying assets.

Example:

Consider a scenario where 1,000 investors each invest 310,000 into a mutual fund,
resulting in a total fund value of X1 crore. The fund manager then invests this money
across a variety of stocks, bonds, and other securities. If the value of these investments
increases, the NAV of the fund increases, benefiting all investors. For instance, if the NAV
rises from %10 to %15, an investor holding 1,000 units will see their investment grow from
310,000 to %15,000.

1.1 Key Terminologies
Understanding mutual funds requires familiarity with key financial terms:

e Net Asset Value (NAV)

Net Asset Value (NAV) represents the per-unit price of a mutual fund. It is
calculated by dividing the total assets of the fund by the number of outstanding
units. The NAV fluctuates daily based on the market value of the underlying assets
in the fund.

Formula:
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NAV = (Total Assets - Total Liabilities) / Total Outstanding Units

Example: Suppose an HDFC Equity Fund has total assets worth %10,00,000 and
liabilities of ¥50,000. If there are 10,000 outstanding units, the NAV is calculated as:

= (10,00,000 - 50,000) / 10000 = Rs 95

If an investor holds 100 units, their investment value is %9,500. If the NAV rises to
%105, their investment value becomes 310,500, reflecting a profit.

Asset Management Company (AMC)

An Asset Management Company (AMC) is a firm that manages mutual funds. It is
responsible for making investment decisions, managing risks, and ensuring
compliance with regulatory guidelines. AMC appoints fund managers to oversee
different mutual funds.

Example: Popular AMCs in India include SBI Mutual Fund, HDFC Mutual Fund,
ICICI Prudential AMC, and Nippon India AMC. SBI Mutual Fund, for instance,
manages a variety of equity, debt, and hybrid funds, helping investors achieve
different financial goals.

Fund Manager

A fund manager is a professional who is responsible for selecting securities,
allocating assets, and managing the portfolio to maximize returns while controlling
risks. Fund managers analyze market trends, company performance, and economic
conditions to make informed investment decisions.

Example: Prashant Jain, the former Chief Investment Officer (CIO) of HDFC
Mutual Fund, successfully managed funds like the HDFC Top 100 Fund for
decades, delivering significant long-term returns to investors.

Expense Ratio

The expense ratio is the annual fee charged by the AMC to cover fund management
expenses, administrative costs, and other operational charges. It is expressed as a
percentage of total assets and directly impacts investor returns—the lower the
expense ratio, the higher the potential returns.

Example: If an investor has %1,00,000 in a fund with an expense ratio of 1.5%, they
will be charged 1,500 annually for fund management. Index funds generally have
a lower expense ratio (e.g.,, UTI Nifty 50 Index Fund has an expense ratio of
around 0.2%), whereas actively managed funds may charge 1%-2%.
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e Entry & Exit Load

Entry load is a fee charged when an investor buys mutual fund units, whereas exit
load is a fee charged when units are redeemed before a certain period. Many funds
have removed entry loads, but exit loads are still applicable to discourage early
withdrawals.

Example: If a mutual fund has an exit load of 1% for redemptions within 1 year,
and an investor redeems 50,000 before a year, they will be charged ¥500 as exit
load. However, after 1 year, there may be no exit load, making long-term investing
more beneficial.

Example:

If an investor buys units in an HDFC Equity Fund and its total assets are 310,00,000 with
10,000 outstanding units, then the NAV is 3100 per unit. If the NAV rises to 3120, the
investor earns a profit.

1.2 History of Mutual Funds in India

The Indian mutual fund industry has evolved over the decades, with key milestones
shaping its growth. Below is a chronological overview of significant developments:

1963: Establishment of Unit Trust of India (UTI)

The Unit Trust of India (UTI) was established by the Government of India and the
Reserve Bank of India (RBI) as the first mutual fund in India. UTI enjoyed a monopoly for
several decades and introduced popular schemes like Unit Scheme 1964 (US-64), which
became a household name for investors.

1987: Entry of Public Sector Mutual Funds

Public sector banks and financial institutions were allowed to set up mutual funds. The
first among them was SBI Mutual Fund, followed by Canara Robeco Mutual Fund and
Punjab National Bank Mutual Fund. This expanded investor participation beyond UTI.

Example: SBI Mutual Fund, launched in 1987, is now one of India’s largest AMCs,
managing assets worth over 8 lakh crore.

1993: Entry of Private Sector Mutual Funds

Liberalization led to the entry of private mutual funds, with Kothari Pioneer Mutual
Fund (now merged with Franklin Templeton) being the first private AMC in India. This
opened the industry to competition and innovation.
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1996: SEBI Introduces Mutual Fund Regulations

The Securities and Exchange Board of India (SEBI) introduced the Mutual Fund
Regulations, 1996, which provided a legal framework for transparency, investor
protection, and fair practices in fund management.

1999-2000: Tax-Saving Mutual Funds Gain Popularity

The introduction of Equity Linked Savings Scheme (ELSS) mutual funds offered tax
benefits under Section 80C of the Income Tax Act, leading to an increase in retail
participation.

Example: Funds like Axis Long Term Equity Fund and Aditya Birla Sun Life Tax Relief
96 Fund gained traction due to their dual benefit of tax savings and wealth creation.

2003: UTI Split and Market Reforms

UTI was divided into UTI Mutual Fund and SUUTI (Specified Undertaking of UTI),
leading to the emergence of UTI as a competitive player in the private sector mutual fund
space.

2008: Introduction of Systematic Investment Plans (SIP) Promotion

SIPs gained popularity as a disciplined investment method, allowing investors to
contribute small amounts regularly. The industry began actively promoting SIPs as a way
to enter equity markets gradually.

Example: An investor who started a 5,000 monthly SIP in HDFC Equity Fund in 2008
would have accumulated over ¥30 lakh by 2024 due to market appreciation.

2013: SEBI Implements Direct Plans

SEBI introduced Direct Plans for mutual funds, allowing investors to invest directly with
AMCs without paying distributor commissions, resulting in higher returns.

Example: An investor choosing the Nippon India Growth Fund (Direct Plan) over the
regular plan saves on commission fees and earns higher returns in the long run.

2017: Growth of Passive Investing and ETFs

The rise of Exchange-Traded Funds (ETFs) and Index Funds marked a shift towards
passive investing. Nifty 50 and Sensex-based ETFs gained popularity due to lower costs
and market-linked returns.

2020-Present: Digital Transformation and 350 Lakh Crore AUM Milestone
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With the rise of digital platforms like Zerodha Coin, Groww, and Paytm Money,
investing in mutual funds has become more accessible. As of 2024, the mutual fund
industry’s Assets Under Management (AUM) crossed 50 lakh crore, reflecting strong
retail participation.

This timeline highlights the rapid evolution of the Indian mutual fund industry, making it
an essential financial instrument for wealth creation and financial planning.

1.3 How Mutual Funds Work

Mutual funds function by collecting money from investors and pooling it into a common
fund, which is then allocated across various financial instruments based on the fund’s
strategy. The fund manager selects stocks, bonds, or other assets, ensuring diversification
and risk management. The value of an investor’s holdings depends on the fund’s NAV,
which fluctuates with market movements.

Example:

Suppose an investor places 310,000 in the Mirae Asset Large Cap Fund, a fund investing
in large companies like Reliance Industries, Infosys, and HDFC Bank. If the stock prices
of these companies increase, the fund’s NAV rises, providing returns to the investor.

1.4 Importance of Mutual Funds

Mutual funds play a crucial role in financial planning due to their benefits:

Wealth Creation: Equity-based mutual funds offer long-term capital appreciation.
Diversification: Investing across multiple assets reduces risk.
Risk Management: Different funds cater to varying risk appetites.

Liquidity: Open-ended funds allow easy redemption.
Example:
An investment of %1 lakh in Nippon India Growth Fund in 2000 is now worth over 350

lakh, demonstrating the power of compounding in long-term equity investing.

1.5 Feature of Mutual Fund

= Schemes managed by professional fund managers
= Mutual funds offer a wide variety of schemes that you can choose as per your
needs and convenience
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=> Mutual funds diversify the risks by investing in several companies across a broad
range of sectors

= Mutual funds have the potential to deliver higher returns over medium to long
term

= Mutual funds are relatively less expensive to invest in equities compared to directly
investing in share markets

= Some of the mutual fund schemes provide liquidity. It means you can take out the
money whenever you want

= Mutual funds provide transparency in the form of disclosing the investment

strategy, proportion of asset class for investment, value of your investment, and

periodic statements

SEBI regulates mutual funds

A few mutual fund schemes (like ELSS) provide tax benefits

K2

Mutual fund schemes provide an SIP (systematic investment plan) option for
investors to invest small amounts of money regularly.

Module 2: Types of Mutual Funds & How to Invest in Mutual
Funds

Mutual funds are categorized based on different criteria, which can be confusing for
common investors. Below is a detailed explanation of various mutual fund types with
examples to make them easier to understand.

2.1 Types of Mutual Funds in India

Mutual funds in India are categorized based on market capitalization/ marke structure,
asset class, investment objective, and special investment strategy. Below is a detailed
explanation with examples of all types of mutual funds.

2.1.1 Based on Market Capitalization
These funds are classified based on the size of the companies in which they invest.
a) Large-cap Funds

e Invest in well-established companies with large market capitalization (Top 100
companies).
e Lower risk compared to mid and small caps.

» Examples:
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1. HDFC Top 100 Fund

2. SBI Bluechip Fund

3. Axis Bluechip Fund

4. Mirae Asset Large Cap Fund

5. ICICI Prudential Bluechip Fund

b) Mid-cap Funds

e Invest in mid-sized companies (Ranked 101-250 by market capitalization).
e Moderate risk and higher return potential than large caps.

» Examples:

1. Kotak Emerging Equity Fund
Sundaram Midcap Fund
Nippon India Growth Fund
HDEFC Mid-Cap Opportunities Fund
DSP Midcap Fund
Mirae Asset Midcap Fund

SRR N

¢) Small-cap Funds

e Invest in small-sized companies (Beyond the top 250 by market capitalization).
e High-risk, high-return investment.

» Examples:

SBI Small Cap Fund

Nippon India Small Cap Fund
Kotak Small Cap Fund

ICCI Prudential Smallcap Fund
HDFC Small Cap Fund

g W=

Comparison of Large-Cap, Mid-Cap, and Small-Cap Funds

Category | Market Risk Return Investment | Examples
Capitalization Level | Potential Horizon

Large-Cap | Top 100 companies Low Moderate Long-term [ HDFC Top 100

Funds with the highest but stable (5+ years) Fund, SBI Bluechip
market capitalization Fund, ICICI
Prudential
Bluechip Fund
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Mid-Cap | Companies ranked Mediu | Higher than | Medium to | DSP Midcap Fund,
Funds 101-250 in terms of m large-cap long-term | Kotak Emerging
market capitalization but with (5-7 years) | Equity Fund,
some Nippon India
volatility Growth Fund
Small-Cap | Companies ranked High [ Highest Long-term [ SBI Small Cap
Funds 251 and beyond in potential for | (7+ years) Fund, Axis Small
market capitalization growth but Cap Fund, Quant
also highly Small Cap Fund
volatile
Key Takeaways:

e Large-Cap Funds provide stability and are ideal for conservative investors seeking
moderate growth with lower risk.

e Mid-Cap Funds offer a balance between risk and return, making them suitable for
investors willing to accept some volatility for higher growth.

e Small-Cap Funds have the highest risk but also the potential for the highest returns,
making them ideal for aggressive investors with a long-term horizon.

d) Multi-cap Funds

e Invest in large-cap, mid-cap, and small-cap stocks. SEBI mandates at least 75% in
equity, with 25% each in large, mid, and small caps.
e Diversified investment approach.

» Examples:

Kotak Multicap Fund

HDFC Equity Fund

Axis Multicap Fund

ICICI Prudential Multicap Fund
DSP Multicap Fund

A .

e) Flexi-cap Funds

e Like multi-cap funds, fund managers have full flexibility to change allocations
dynamically. Fund managers can invest in any proportion across large, mid, and
small caps. Lower risk (can shift to safer large-cap stocks in volatility), Lower
volatality, as fund managers can move between caps freely

» Examples:
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Parag Parikh Flexi Cap Fund
HDEFC Flexi Cap Fund

ICICI Prudential Flexi Cap Fund
UTI Flexi Cap Fund

Axis Flexi Cap Fund

Ok L=

2.1.2 Based on Structure
This classification is based on the flexibility of entry and exit.

a) Open-ended Mutual Funds

e No fixed maturity period; investors can enter or exit anytime.
e Suitable for investors who need liquidity.

» Examples:

SBI Bluechip Fund (A large-cap equity fund with no lock-in period)
HDFC Mid-Cap Opportunities Fund

ICICI Prudential Equity & Debt Fund

Axis Long Term Equity Fund (ELSS)

Kotak Flexi Cap Fund

LA

b) Close-ended Mutual Funds

e Have a fixed maturity period (e.g., 3-5 years).
e Investments are allowed only during the initial launch period (NFO).
e Traded on stock exchanges after launch.

» Examples:

ICICI Prudential Bharat 22 FOF

HDFC Housing Opportunities Fund

SBI Long Term Advantage Fund Series IV
UTI Fixed Term Income Fund

Reliance Close-ended Equity Fund

g W=

c) Interval Funds

e A mix of open-ended and close-ended funds.
e Investors can buy/sell only during specific intervals.

» Examples:

1. UTI Interval Fund Series I
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ICICI Prudential Interval Fund
HDEFC Interval Fund - Quarterly Plan
Sundaram Interval Fund

g N

Reliance Interval Fund

2.1.3 Based on Asset Class
Mutual funds are categorized based on the type of securities they invest in.

a) Equity Mutual Funds

e Invest primarily in stocks (equities).
e High-risk, high-reward investment.

» Examples:

Mirae Asset Emerging Bluechip Fund

SBI Small Cap Fund

Axis Growth Opportunities Fund

Tata India Consumer Fund

ICICI Prudential Technology Fund

Nippon India Small Cap Fund (Invests in small-cap stocks)

Sk W=

b) Debt Mutual Funds

e Invest in fixed-income instruments like bonds, treasury bills, etc.
e Suitable for risk-averse investors.

» Examples:

HDEFC Corporate Bond Fund

ICICI Prudential Gilt Fund

SBI Magnum Constant Maturity Fund
Axis Short Term Debt Fund

L&T Triple Ace Bond Fund

el

c) Hybrid Mutual Funds
e Invest in both equity and debt to balance risk and return.
» Examples:

1. SBI Equity Hybrid Fund
2. ICICI Prudential Balanced Advantage Fund
3. HDFC Hybrid Equity Fund
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4. Kotak Asset Allocator Fund
5. DSP Dynamic Asset Allocation Fund

2.1.4 Based on Investment Objective
Funds are categorized based on investor goals.

a) Growth Funds
e Focus on capital appreciation (long-term wealth creation).
» Examples:

Mirae Asset Large Cap Fund
Axis Growth Opportunities Fund
SBI Large & Mid Cap Fund

Tata Large & Mid Cap Fund
ICICI Prudential Bluechip Fund

Qg B N =

b) Income Funds
e Aim to generate regular income through interest-earning securities.
» Examples:

1. ICICI Prudential Regular Savings Fund
2. HDFC Monthly Income Plan

3. Reliance Monthly Income Plan

4. Kotak Income Fund

5. SBI Debt Hybrid Fund

c) Tax-Saving Funds (ELSS)

e Provide tax benefits under Section 80C.
e Have a 3-year lock-in period.

» Examples:

Axis Long Term Equity Fund

Mirae Asset Tax Saver Fund

SBI Tax Advantage Fund

ICICI Prudential Long Term Equity Fund
HDFC Tax Saver Fund

Q1= BN =

d) Liquid Funds
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e Invest in short-term money market instruments (Treasury bills, Commercial Papers,
etc.) with high liquidity.

» Examples:

Aditya Birla Sun Life Liquid Fund - offers stable returns with high liquidity.
HDFC Liquid Fund - Invests in top-rated money market instruments.

ICICI Prudential Liquid Fund - One of the largest liquid funds in India.

SBI Liquid Fund - Provides quick redemption with an instant withdrawal option.

AR e

Axis Liquid Fund - Focuses on short-term debt instruments with minimal risk.
2.1.5 Based on Special Investment Strategies
These funds focus on unique investment themes and strategies.

a) Thematic Funds

e Invest in specific investment themes such as infrastructure, consumption, digital,
etc.
e There is a higher risk as they depend on a specific theme’s performance.

» Examples:

SBI Infrastructure Fund ( (Invests in infrastructure-related stocks)
ICICI Prudential Business Cycle Fund

Tata Digital India Fund

Nippon India Power & Infra Fund

gk b=

Axis Global Innovation Fund

b) Sectoral Funds

e Invest in a particular sector such as banking, IT, pharma, etc.
e High risk due to sector dependence.

» Examples:

Nippon India Pharma Fund (Invests in pharmaceutical companies)
ICICI Prudential Technology Fund

SBI Banking & Financial Services Fund

HDEFC Healthcare Fund

Tata Banking & Financial Services Fund

g b=

) Index Funds
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e Track a stock market index (e.g., NIFTY 50, SENSEX).
e Passive investment strategy with low cost.

» Examples:

UTI Nifty 50 Index Fund

HDEFC Index Nifty 50 Fund

ICICI Prudential Sensex Index Fund
SBI Nifty 50 Index Fund

DSP Nifty Next 50 Index Fund

QI pm =

d) Exchange Traded Funds (ETFs)

e Similar to index funds, they are traded on stock exchanges.
e Lower expense ratio than actively managed funds.

» Examples:

Nippon India Nifty 50 ETF
HDFC Sensex ETF

ICICI Prudential Gold ETF
Mirae Asset NYSE FANG+ ETF
SBI Nifty 50 ETF

A L .

e) International Funds
e Invest in global markets for diversification.
Examples:

Franklin India Feeder US Opportunities Fund - Invests in U.S. stocks.

Nippon India US Equity Opportunities Fund - Focuses on American tech stocks.
ICICI Prudential Global Stable Equity Fund - Invests in international companies.
Motilal Oswal S&P 500 Index Fund - Tracks the U.S. S&P 500 index.

Edelweiss Greater China Equity Off-shore Fund - Invests in Chinese stocks.

gk b=

f) Arbitrage Funds

e Take advantage of price differences in cash and derivative markets.
e Suitable for low-risk investors.

Example:

1. Edelweiss Arbitrage Fund - Provides steady returns with low volatility.
2. Nippon India Arbitrage Fund - Large AUM, focuses on arbitrage opportunities.
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ICICI Prudential Equity Arbitrage Fund - Invests in equity and derivatives for
risk-free profits.

Kotak Equity Arbitrage Fund - Aims for tax-efficient low-risk returns.

Axis Arbitrage Fund - Uses market inefficiencies for stable growth.

g) Fund of Funds (FoF)

e Invest in other mutual funds instead of direct stocks or bonds.

Example:

1. ICICI Prudential Asset Allocator Fund (FoF) - Dynamically allocates across
equity, debt, and gold funds.

2. Edelweiss Multi Asset Allocation Fund - Invests in a mix of global and Indian
mutual funds.

3. Nippon India Passive Flexicap FoF - Invests in passive index funds.

4. HSBC Global Emerging Markets Fund - Focuses on emerging market mutual
funds.

5. Kotak Asset Allocator Fund (FoF) - Allocates across multiple asset classes.

h) ESG (Environmental, Social, Governance) Funds

e Invest in companies that follow ethical, social, and environmental principles.

Example:

1. SBI Magnum Equity ESG Fund - Invests in companies with strong ESG policies.

2. Aditya Birla Sun Life ESG Fund - Prioritizes sustainable and ethical investments.

3. ICICI Prudential ESG Fund - Invests in socially responsible companies.

4. Kotak ESG Opportunities Fund - Focuses on companies with sustainable business
models.

5. Mirae Asset ESG Sector Leaders Fund - Aims for long-term ESG-based value

creation.

i) Contra Funds

A Contra Fund is a type of mutual fund that follows a contrarian investment
strategy. The fund manager invests in stocks that are currently out of favor with the
market or underperforming relative to their potential.

Contra funds are suitable for investors who are willing to take on higher risk for
potentially higher returns over the long term.

Example:
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1. SBI Contra FundMagnum Equity ESG Fund - Invests in companies with strong
ESG policies.

2. ICICI Prudential Contra Fund - Invests in socially responsible companies.

3. HDFC Contra Fund

2.1.6 Based on Risk Profile

These funds are classified based on the risk involved.

a) Low-Risk Funds

e Invest in government securities, debt instruments, and large-cap stocks.

Example:

1. ICICI Prudential Gilt Fund - Invests in government bonds.

2. HDEFC Short Term Debt Fund - Low-risk short-term investment.

3. SBI Magnum Ultra Short Duration Fund - Ideal for short-term liquidity needs.
4. Aditya Birla Sun Life Corporate Bond Fund - Invests in high-rated corporate

bonds.
5. Axis Banking & PSU Debt Fund - Invests in PSU bonds and bank securities.

b) Moderate-Risk Funds

e Invest in a mix of debt and equity instruments.

Example:

1. SBI Equity Hybrid Fund - Invests in both equity and debt.

2. HDFC Balanced Advantage Fund - Adjusts allocation based on market conditions.
3. ICICI Prudential Multi-Asset Fund - Invests in equity, debt, and gold.

4. Axis Dynamic Equity Fund - Switches between debt and equity based on

valuations.
5. Tata Balanced Advantage Fund - Provides stable returns by managing risk.

c) High-Risk Funds
e Invest in small-cap, mid-cap, or thematic stocks with high volatility.
Example:

1. HDFC Small Cap Fund - Invests in small-cap companies for high growth.
2. Nippon India Small Cap Fund - One of the best-performing small-cap funds.
3. Mirae Asset Emerging Bluechip Fund - Focuses on mid and small-cap stocks.
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4. ICICI Prudential Technology Fund - Invests in the tech sector.

5. SBI Magnum Midcap Fund - Focuses on mid-cap stocks with high return potential.
2.7 Combination of Mutual Fund Types (Examples)
A mutual fund can be a mix of different categories. Here are some examples:

1. Large Cap Open-Ended Equity Scheme with Growth Option

o Example: HDFC Top 100 Fund - Growth
o Invests in large-cap companies, allows free entry/exit, and reinvests profits.

2. Small Cap Open-Ended Debt Scheme with Dividend Option

o Example: HDFC Short-Term Debt Fund - Dividend
o Focuses on small-cap companies and provides regular dividend payouts.

3. Large Cap Close-Ended Balanced Scheme with Dividend Option

o Example: ICICI Prudential Bharat 22 FOF - Dividend
o Focuses on large-cap companies, has a fixed maturity, and pays regular
dividends.

Understanding these categories helps investors choose the right mutual fund based on
their risk appetite, investment goals, and liquidity needs. Investors should analyze these
before investing.

Types of Mutual Funds in India in a Table Format

Different types of mutual funds in India based on investment type, risk level, and key

features:
Category | Fund Type | Risk Level | Key Features Examples
Equity Large-Cap Low to Invests in top 100 HDEFC Top 100 Fund, SBI
Funds Fund Moderate companies, stable Bluechip Fund
(Stock-bas returns
ed)
Mid-Cap Moderate Invests in DSP Midcap Fund, Kotak
Fund companies ranked | Emerging Equity Fund
101-250, higher
growth potential
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Small-Cap High Invests in SBI Small Cap Fund, Quant

Fund companies ranked | Small Cap Fund
251+, high risk and
high return

Multi-Cap Moderate Invests across large, | Motilal Oswal Multicap 35

Fund mid, and small caps | Fund, Kotak Multicap Fund
for diversification

Flexi-Cap Moderate Dynamic allocation | Parag Parikh Flexi Cap Fund,

Fund across market caps [ HDFC Flexi Cap Fund
based on market
conditions

ELSS (Tax Moderate Eligible for 1.5 Axis Long Term Equity Fund,

Saving) lakh tax deduction | Mirae Asset Tax Saver Fund

Fund (under Sec 80C),
3-year lock-in

Sectoral/Th | High Invests in specific Nippon India Pharma Fund,

ematic Fund sectors (e.g., ICICI Prudential Technology
Pharma, IT, Fund
Banking)

Value Fund | Moderate Invests in ICICI Prudential Value
undervalued Discovery Fund, Quantum
stocks, focuses on | Long Term Equity Value Fund
long-term
appreciation

Dividend Moderate Focuses on ICICI Prudential Dividend

Yield Fund companies paying Yield Fund, UTI Dividend
high dividends Yield Fund

Debt Liquid Fund | Low Short-term SBI Liquid Fund, HDFC Liquid
Funds investment, highly | Fund
(Fixed liquid, invests in
Income) debt securities with
<91 days maturity

Ultra Short | Low Invests in ICICI Prudential Ultra Short

Duration short-term bonds Term Fund, Aditya Birla Sun

Fund with maturity of Life Ultra Short Fund
3-6 months

Short Low to Invests in bonds SBI Short Term Debt Fund,

Duration Moderate with maturity of HDEFC Short Term Debt Fund

Fund 1-3 years
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Medium Moderate Invests in bonds Axis Strategic Bond Fund,
Duration with maturity of Nippon India Income Fund
Fund 3-4 years
Long Moderate to | Invests in bonds ICICI Prudential Long Term
Duration High with maturity of Bond Fund, SBI Magnum
Fund over 7 years Income Fund
Dynamic Moderate Adjusts bond SBI Dynamic Bond Fund,
Bond Fund investments based | HDFC Dynamic Debt Fund
on interest rate
movement
Gilt Fund Moderate Invests in SBI Magnum Gilt Fund, ICICI
government Prudential Gilt Fund
securities, low
credit risk
Corporate Moderate Invests in HDEFC Corporate Bond Fund,
Bond Fund high-rated Axis Corporate Debt Fund
corporate debt
instruments
Credit Risk | High Invests in Franklin India Credit Risk
Fund lower-rated Fund, DSP Credit Risk Fund
corporate bonds for
higher returns
Hybrid Balanced Moderate Dynamically ICICI Prudential Balanced
Funds Advantage switches between | Advantage Fund, HDFC
(Equity + | Fund (BAF) equity and debt Balanced Advantage Fund
Debt)
Aggressive [ Moderate to | Minimum 65% in Mirae Asset Hybrid Equity
Hybrid High equities, remaining | Fund, SBI Equity Hybrid Fund
Fund in debt
Conservativ | Low to 75-90% in debt, HDFC Hybrid Debt Fund,
e Hybrid Moderate remaining in equity | ICICI Prudential Regular
Fund Savings Fund
Multi-Asset | Moderate Invests in 3+ asset | ICICI Prudential Multi-Asset

Fund

classes (equity,
debt, gold, etc.)

Fund, SBI Multi-Asset
Allocation Fund
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Arbitrage Low Profits from price Kotak Arbitrage Fund, ICICI
Fund differences in Prudential Equity Arbitrage
equity and Fund
derivatives
Solution- [ Retirement | Moderate Designed for HDEFC Retirement Savings
Oriented | Fund long-term Fund, Tata Retirement Savings
Funds retirement planning | Fund
Children's Moderate Designed for HDEFC Children's Gift Fund,
Fund child’s education or | SBI Magnum Children's Benefit
future financial Fund
goals
Index & | Index Fund | Low to Tracks market UTI Nifty 50 Index Fund, ICICI
Passive Moderate indices like Nifty Prudential Nifty Index Fund
Funds 50, Sensex
ETF Low to Traded like stocks, | Nippon India ETF Nifty 50, SBI
(Exchange Moderate tracks market ETF Sensex
Traded indices
Fund)
Internatio | Global High Invests in Franklin India Feeder US
nal Funds [ Equity Fund international stocks | Opportunities Fund, Motilal
and companies Oswal Nasdaq 100 Fund
Commodi | Gold Fund | Moderate Invests in gold SBI Gold Fund, HDFC Gold
ty Funds ETFs or physical Fund
gold
Silver Fund | Moderate Invests in ICICI Prudential Silver ETF
silver-related assets | Fund of Fund
Key Takeaways

Equity Funds - Best for long-term wealth creation but come with higher risk.

Debt Funds - Safer investments with stable returns, ideal for short to medium-term.

Hybrid Funds - Balance of equity and debt, suitable for moderate-risk investors.

Solution-Oriented Funds - Designed for long-term financial goals like retirement and

child education.

Passive Funds (Index/ETF) - Suitable for investors who prefer low-cost, market-linked
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returns.
Commodity & International Funds - Offer diversification but can be volatile.

2.2 How to Invest in Mutual Funds
Investors can invest in mutual funds through:
2.2.1 Systematic Investment Plan (SIP) vs. Lump Sum:

SIP offers disciplined investing, while a lump sum is ideal for market corrections.
SIP vs. Lump Sum Investment: Which One to Choose?

When investing in mutual funds, you can choose between a Systematic Investment Plan
(SIP) or a Lump Sum Investment. Each method has its advantages and suitability
depending on an investor’s financial situation, market conditions, and risk tolerance.

Understanding SIP (Systematic Investment Plan)

SIP is a method of investing a fixed amount in mutual funds at regular intervals (monthly,
quarterly, etc.).

Advantages of SIP:

Rupee Cost Averaging - You buy more units when prices are low and fewer units
when prices are high, reducing the impact of market volatility.

No Need to Time the Market - Since investments are spread out over time, there’s less
risk of entering at a market peak.

Encourages Discipline - Automatic deductions help develop a saving habit.

Ideal for Salaried Individuals - Since SIP investments are smaller and regular, they
suit individuals with monthly incomes.

Example of SIP Investment:

® You invest ¥5,000 per month in a mutual fund for 10 years.
e If the fund earns an average return of 12% per year, your corpus will be around
%11.6 lakh (26 lakh invested).

Understanding Lump-Sum Investment

A lump sum investment means investing a large amount at one time.

Advantages of Lump Sum:
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Higher Growth Potential - If invested during a bull market, a lump sum can generate
better returns than SIP.

Good for Windfall Gains - Suitable for those who receive bonuses, inheritances, or
large profits.

Better for Long-Term Investments - If markets are at a reasonable level, lump sum
investments can compound significantly over time.

Example of Lump Sum Investment:

e You invest %5 lakh in a mutual fund for 10 years.
e Atan average 12% return, your corpus will be around %15.5 lakh.

SIP vs. Lump Sum: Which One Should You Choose?

Feature SIP Lump Sum

Market Timing Low (invests across market | High (depends on when you

Risk cycles) invest)

Volatility Better (Rupee Cost Riskier if invested at a market

Management Averaging) peak

Investment Small, regular payments Requires a large amount upfront

Amount

Best for Salaried individuals, new Experienced investors, those with

investors lump sum money

Flexibility Can start/stop anytime Less flexibility, locked for the long
term

Ideal Market | Suitable for volatile and | Works best in a market downturn

Condition uncertain markets or early bull phase

When to Choose SIP vs. Lump Sum?

Choose SIP if:

v/ You have a regular income (salaried individuals).

v/ You want to invest in equity funds but don’t want market timing risks.

v/ You prefer disciplined, gradual wealth creation.
p p &

v/ The market is at an all-time high (avoiding lump sum investment risks).

Choose Lump Sum if:
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v/ You have a large amount to invest (bonus, inheritance, savings).

v/ The market is undervalued or in a correction phase.

v/ You are an experienced investor and can handle market fluctuations.
v/ You are investing in debt funds, where market timing is less crucial.

Conclusion: Which is Better?

There’s no single best option—it depends on your financial situation and market
conditions:

» If you're new to investing, SIP is safer and better for long-term wealth creation.

» If you understand the market and have a lump sum to invest, you can use STP
(Systematic Transfer Plan) to gradually shift from a debt fund to an equity fund.

» A combination of Lump Sum + SIP is often the best strategy —invest a portion as a
lump sum and continue with SIPs.

2.2.2 KYC (Know Your Customer) for Mutual Fund Investments in India

Before investing in mutual funds in India, it is mandatory to complete the KYC (Know
Your Customer (KYC) process as per SEBI (Securities and Exchange Board of India)
regulations. This ensures that the investor’s identity and financial details are verified,
preventing fraud and money laundering.

Why is KYC Mandatory for Mutual Fund Investments?

e Regulatory Requirement: SEBI mandates KYC compliance for all mutual fund
investors.

e Prevention of Fraud: Verifies the identity of investors and prevents unauthorized
transactions.

e Essential for First-Time Investors: Without KYC, an individual cannot invest in
mutual funds.

Documents Required for KYC

a) PAN Card (Permanent Account Number)

Mandatory for all investors (except for small investments under the PAN-exempt
category).

Serves as proof of identity and financial record tracking.

A copy of the PAN card must be submitted during KYC registration.

b) Aadhaar Card

Required for identity verification.
Aadhaar details are linked to the investor’s mobile number and email for
authentication.
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c) Address Proof (Any one of the following)

Aadhaar card
Passport

Driving license
Voter ID
Utility bills (electricity, gas, telephone) (not older than 3 months)

Bank account statement or passbook with address (not older than 3 months)

How to Complete Mutual Fund KYC?

a) Online (e-KYC via Aadhaar OTP Authentication)

1.

L

Visit the website of a KYC Registration Agency (e.g.,, CAMSKRA, CVL KRA,
KFintech, or a mutual fund company).

Enter the Aadhaar number and verify it through the OTP sent to the registered
mobile.

Provide PAN, address proof, and other basic details.

Upload scanned copies of required documents.

Complete video KYC (if required) for higher investment limits.

Best for: Small & medium investors who prefer quick, paperless KYC.

b) Offline KYC (Physical Submission)

1.

4.

Download the KYC form from the mutual fund website or KYC Registration
Agency.

Fill in the personal details and attach self-attested copies of PAN, Aadhaar, and
address proof.

Submit the form to a mutual fund distributor, registrar (CAMS/KFintech), or the
fund house office.

Verification is done, and once approved, the investor receives a KYC confirmation.

Best for: Investors not comfortable with online methods.

How to Check KYC Status?

You can check your KYC status online on:
» CAMS KRA (www.camsonline.com)
» CVL KRA (www.cvlkra.com)
» KFintech KRA (www.karvykra.com)

What Happens If KYC Is Not Done?


https://www.camsonline.com/
https://www.cvlkra.com/
https://www.karvykra.com/
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&) You cannot invest in mutual funds.
&) Transactions such as redemption, switch, or additional investments may be blocked.
& KYC must be updated if details (address, name, etc.) change.

Conclusion

» PAN, Aadhaar, and address proof are mandatory for investing in mutual funds.
» Online (e-KYC) is faster, while offline KYC is available for traditional investors.
» Always check your KYC status before investing.

2.2.3. Modes of Investment in Mutual Funds: Direct vs. Regular Plans

When investing in mutual funds in India, you can choose between Direct Plans and
Regular Plans. Both options invest in the same mutual fund scheme but differ in terms of
cost and how you invest. Let’s understand both in detail with examples.

What is a Direct Plan?

A Direct Plan allows investors to invest in mutual funds directly through the Asset
Management Company (AMC) without involving intermediaries like brokers or
distributors.

Features of a Direct Plan

No Distributor or Agent Commission - Lower expense ratio, leading to higher

returns.
Higher Net Asset Value (NAV) - Since there are no commissions, the NAV of direct

plans is higher than regular plans.
Requires Investor Knowledge - Investors must select funds and manage investments

independently.
Can be Done Online - Investors can invest through AMC websites or online

platforms.

Example of a Direct Plan

Suppose you invest %1 lakh in HDFC Equity Fund (Direct Plan) for 10 years with an
average annual return of 12%.

e Since the expense ratio (fund management fee) is lower in a direct plan, your total
corpus after 10 years might be %3.10 lakh.
e Expense Ratio (Direct Plan) = 1.0%

» Where to Invest in Direct Plans?



E-Books on Investing in Mutual Funds: A Step-by-Step Guide for Students
| Published by Department of Commerce, Malda College, Malda |

e AMC Websites (SBI MF, HDFC ME, ICICI MF, etc.)
e SEBI-Registered Platforms (MF Central, MyCAMS, KFintech)
e Stock Exchanges (BSE StAR MF, NSE NMF II)

What is a Regular Plan?

A Regular Plan is when investors invest through a distributor, broker, or financial advisor.
The distributor receives a commission, which is deducted from the investor’s returns.

Features of a Regular Plan

Assistance from Financial Experts - Suitable for beginners who need help in fund
selection.

Higher Expense Ratio - Includes commissions, making it slightly more expensive.

Lower NAV - Since a portion of the returns is paid as commission, NAV is lower than
in a direct plan.

Example of a Regular Plan

If you invest the same X1 lakh in HDFC Equity Fund (Regular Plan) with an average
annual return of 12%:

e Due to higher expense ratio in a regular plan, your corpus after 10 years might be
%2.85 lakh (compared to %3.10 lakh in the direct plan).

e Expense Ratio (Regular Plan) = 1.5%
. Where to Invest in Regular Plans?

e Mutual Fund Distributors
e Banks & Financial Advisors
e Online Platforms (Zerodha Coin, Groww, Paytm Money, etc.)

Direct vs. Regular Plan: Key Differences

Feature Direct Plan Regular Plan
Investment Method | Directly through AMC Through a
distributor/agent

Expense Ratio Lower (~0.5%-1.0%) Higher (~1.5%-2.0%)

Returns Higher (since no commission is [ Lower due to
deducted) commission

NAV  (Net Asset|Higher Lower

Value)
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Suitability Experienced investors Beginners needing
guidance
Where to Invest? AMC websites, SEBI platforms Brokers, agents, banks

Which One Should You Choose?

Choose a Direct Plan If;

v/ You know mutual funds and can research on your own.
v/ You want to maximize returns by reducing costs.
v/ You are comfortable with online transactions.

Choose a Regular Plan If:

v/ You need professional advice in choosing the right funds.
v/ You are a beginner and prefer human assistance over self-management.
v/ You want a distributor to manage your portfolio and handle paperwork.

Real-World Example: Impact of Expense Ratio Over Time

Let’s compare how Direct vs. Regular Plans impact wealth creation over 20 years for a ¥5
lakh investment.

Investment Expense Corpus After 20 Years (Assuming 12%
Type Ratio Return)

Direct Plan 1.0% %19.2 lakh

Regular Plan 1.5% %17.2 lakh

Difference X2 lakh less in Regular Plan

_~ Conclusion: Even a small difference in expense ratio (0.5%) can result in a huge
difference in returns over time.

Conclusion: Which One is Better?

e For higher long-term returns — Choose Direct Plans
e For expert guidance & convenience — Choose Regular Plans

Many investors start with Regular Plans to learn and later switch to Direct Plans once
they gain confidence.
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2.2.4. Selecting the Right Mutual Fund: A Detailed Guide with Examples

Choosing the right mutual fund is essential for achieving financial goals. The selection
depends on various factors such as risk tolerance, investment objectives, expense ratio,
and fund performance. Let’s go step by step to understand how to choose the right
mutual fund with real-world examples.

Key Factors to Consider When Selecting a Mutual Fund
A) Risk Appetite (How Much Risk Can You Take?)

Different mutual funds have different risk levels. Your choice should align with your

risk-taking ability.
Risk Level | Suitable Fund Types Example Funds
Low Risk Debt Funds, Liquid Funds SBI Liquid Fund, HDFC Short Term
Debt Fund

Medium Hybrid Funds (Balanced) ICICI Prudential Balanced Advantage

Risk Fund

High Risk | Equity Funds | Nippon India Small Cap Fund, HDFC
(Large/Mid/Small Cap) Flexi Cap Fund

Example: If you are risk-averse and don’t want volatility, you may choose Debt
Mutual Funds instead of Equity Mutual Funds.

B) Investment Objective (What Are Your Goals?)

Your investment goal determines the type of mutual fund to choose.

Investment Goal Suitable Fund Type | Example Fund
Short-Term (0-3 years) Liquid or Debt SBI Overnight Fund
Funds
Medium-Term (3-5 Balanced Funds ICICI Balanced Advantage
years) Fund
Long-Term (5+ years) Equity Mutual Mirae Asset Large Cap Fund
Funds

Example: If you are saving for retirement (20+ years goal), you may prefer a large-cap
equity fund like Axis Bluechip Fund instead of a short-term debt fund.
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C) Expense Ratio (How Much Does It Cost to Invest?)

e The expense ratio is the fee charged by the mutual fund company for managing

your investments.

e A higher expense ratio reduces your overall returns.

Fund Type

Average Expense Ratio

Direct Plans

0.5% -1.2%

Regular Plans

1.5% - 2.5%

Example: If you invest X5 lakh in a Direct Plan with a 1% expense ratio and another

35 lakh in a Regular Plan with a 2% expense ratio, after 10 years:

e Direct Plan Corpus = %15.6 lakh
e Regular Plan Corpus = 14.2 lakh
e Difference = 1.4 lakh lost due to higher expenses!

_ Always check the expense ratio before investing.

D) Fund Performance (Is the Fund Consistently Performing Well?)

A mutual fund should be compared with its benchmark and peers before investing.

How to check?

e Compare the 5-year and 10-year CAGR (Compounded Annual Growth Rate).
e See if the fund performs better than its benchmark (e.g., NIFTY 50, Sensex).

Fund Name 5-Year 10-Year Benchmark Return (NIFTY
CAGR CAGR 50)

HDEC Flexi Cap 15.2% 16.8% 12.5%

Fund

UTI Nifty Index 12.4% 13.1% 12.5%

Fund

Example: If an actively managed fund consistently underperforms the index fund,

then investing in the index fund (lower expense ratio) is a better choice.

E) Fund Category (Which Type of Fund Suits You?)
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Mutual funds are categorized into different types based on investment strategy.

Fund Type | Who Should Invest? Example Funds

Large Cap | Stable, long-term investors | Axis Bluechip Fund

Mid Cap Medium risk-takers Kotak Emerging Equity Fund

Small Cap | High-risk, aggressive Nippon India Small Cap Fund
investors

Debt Fund | Low-risk investors ICICI Prudential Short Term

Fund
Index Passive investors UTI Nifty 50 Index Fund
Fund

Example: If you are a beginner, starting with a large-cap fund like Mirae Asset Large
Cap Fund is a safer option than a small-cap fund, which is more volatile.

F) Fund Manager’s Track Record (Who is Managing the Fund?)

e A fund’s performance depends heavily on the fund manager.
e Check how the fund manager performed in different market cycles (bull and bear
markets).

Example:

e A well-known fund manager like Sankaran Naren (ICICI Pru) has a strong track
record of handling funds successfully in different market conditions.

Example of Selecting a Mutual Fund Based on These Factors

Suppose Rahul, a 30-year-old investor, wants to invest ¥10 lakh for his retirement (20
years). He has a high-risk appetite and wants the best returns.

Rahul’s Selection Process:

Risk Appetite — Since he has a long-term goal and high risk-taking ability, he chooses
Equity Mutual Funds.

(2Investment Objective — Since his goal is wealth creation for retirement, he selects a
large-cap and mid-cap combination.

Expense Ratio — He selects a direct plan to avoid extra costs.

(4 Fund Performance — He compares funds with a 5-year & 10-year CAGR and checks
the benchmark index.

(5)Fund Manager’s Track Record — He selects a fund managed by a consistent performer.
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Rahul’s Final Investment Choice:

50% in Axis Bluechip Fund (Large Cap) - Stable Growth
30% in Mirae Asset Emerging Bluechip Fund (Mid Cap) - High Growth Potential
20% in UTI Nifty Index Fund - Low Cost & Passive Growth

This diversified selection helps Rahul balance risk and return while keeping costs
low.

Conclusion: How to Select the Right Fund?

" Step 1: Identify your Risk Appetite (Low, Medium, High).

¢ Step 2: Define your Investment Objective (Short-term, Medium-term, Long-term).
¢ Step 3: Compare Expense Ratios (Lower is better).

¢ Step 4: Check Fund Performance (Compare with the benchmark).

¢ Step 5: Evaluate the Fund Manager’s Track Record.

#* Step 6: Select the Best Fund Type (Large Cap, Mid Cap, Small Cap, Debt, Index).

Final Tip: If unsure, start with an Index Fund or a Balanced Fund for stability.

Would you like personalized fund recommendations based on your investment goals?

2.3. Tax Implications in Mutual Fund Investments in India

When investing in mutual funds, it’s essential to understand the tax implications. Mutual
fund returns are subject to capital gains tax, which depends on:

v/ The type of mutual fund (Equity, Debt, or Hybrid)

v/ The holding period (Short-Term or Long-Term)
What is Capital Gains Tax?

Capital gains tax is the tax levied on the profit made when you sell your mutual fund
units. The tax rate varies based on the holding period:

Type of Gain Holding Period (Equity | Holding Period (Debt
Funds) Funds)

Short-Term Capital Gains | Less than 1 year Less than 3 years

(STCG)

Long-Term Capital Gains | More than 1 year More than 3 years

(LTCG)

Tax on Equity Mutual Funds
Equity funds are mutual funds that invest at least 65% in stocks.



E-Books on Investing in Mutual Funds: A Step-by-Step Guide for Students
| Published by Department of Commerce, Malda College, Malda |

Type of Gain Holding Tax Rate
Period
Short-Term  Capital Gains | Less than 1 |15% flat tax
(STCG) year
Long-Term Capital Gains [ More than 1 |10% (Above %1 lakh exemption per
(LTCG) year year)
Example:

e If you invest 35 lakh in an Equity Mutual Fund and sell it after 9 months for 5.5
lakh, the 350,000 profit is a short-term gain and will be taxed at 15% (%7,500 tax).

e If you sell after 2 years and your profit is 31.8 lakh, the first X1 lakh is tax-free, and
the remaining 380,000 is taxed at 10% (8,000 tax).

_ Best Tax Strategy: Hold equity mutual funds for more than 1 year to take advantage of
the 1 lakh LTCG exemption.

Tax on Debt Mutual Funds

Debt mutual funds invest in bonds, treasury bills, and other fixed-income securities.

Type of Gain Holding Tax Rate
Period

Short-Term Capital Gains | Less than 3 | Taxed as per your income tax slab (5%,
(STCG) years 20%, or 30%)

Long-Term Capital Gains [ More than 3 |20% with indexation benefit
(LTCG) years

Example:
e If you invest 33 lakh in a Debt Mutual Fund and sell it after 2 years for 3.4 lakh,
the 340,000 profit is added to your income and taxed at your slab rate.

e If you sell after 4 years, the profit is taxed at 20% after indexation, reducing tax
liability.

Best Tax Strategy: Hold debt mutual funds for more than 3 years to benefit from
indexation, which reduces taxable gains.
Tax on Hybrid Mutual Funds
Hybrid funds invest in both equity and debt. Their tax treatment depends on the
percentage of equity in the portfolio:
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Type of Hybrid Fund Taxation Type
Equity-Oriented Hybrid Fund (65%+ in Equity) Taxed like Equity
Funds

Debt-Oriented Hybrid Fund (Less than 65% in | Taxed like Debt Funds
Equity)

Example:
e If you invest in an equity-oriented hybrid fund and sell after 2 years, you'll pay a
10% tax on gains above X1 lakh.

e If you invest in a debt-oriented hybrid fund and sell after 2 years, the gains will be
taxed at your income tax slab rate.

_ Best Tax Strategy: Choose equity-oriented hybrid funds for tax benefits if you are
investing for the long term.

Tax on SIP (Systematic Investment Plan)

Each SIP installment is considered a new investment and taxed separately based on its
holding period.

Example:
e If you invest 310,000 per month in an equity fund for 2 years, and after 2 years, you
sell all units, then:

o The first 12 SIPs will have LTCG tax (if total gain > %1 lakh).
o The last 12 SIPs will have STCG tax (15%) since they are held for less than a
year.

_~ Best Tax Strategy: Hold each SIP installment for at least 1 year to benefit from lower
LTCG tax.

Tax Deduction Benefit: ELSS (Equity-Linked Savings Scheme)
ELSS funds offer tax deductions under Section 80C of the Income Tax Act.

Feature ELSS Funds
Lock-in 3 years
Period

Tax Benefit Deduction up to 1.5 lakh under 80C

Tax on Gains | LTCG tax (10%) above X1 lakh
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Example:
e If you invest %1.5 lakh in SBI ELSS Fund, you can deduct %1.5 lakh from taxable
income under Section 80C.

_ Best Tax Strategy: Invest in ELSS funds if you want tax savings + long-term equity
growth.

Dividend Income Taxation

Earlier, mutual fund dividends were tax-free, but now, dividends are taxed as per your
income slab.

Example:
e If you receive 350,000 as dividends and you are in the 30% tax bracket, you must

pay 15,000 tax.

_~ Best Tax Strategy: Choose the Growth Option instead of the Dividend Payout Option
to reduce tax liability.

Summary: Tax Treatment of Different Mutual Funds

Fund Type STCG Tax LTCG Tax

Equity Funds 15% (if sold <1 year) 10% (if sold >1 year, above 1
lakh gains)

Debt Funds As per income tax slab (<3 | 20% with indexation (>3 years)

years)

Hybrid 15% (if sold <1 year) 10% (>1 year, above X1 lakh gains)

Equity-Oriented

Hybrid As per slab (<3 years) 20% with indexation (>3 years)

Debt-Oriented

ELSS Funds Locked for 3 years 10% (if gains > X1 lakh)

Dividend Income Taxed as per income slab | Taxed as per income slab

Conclusion: How to Minimize Mutual Fund Taxes?

" Hold Equity Funds for >1 Year - To take advantage of LTCG exemption on %1 lakh.
s Hold Debt Funds for >3 Years - To benefit from indexation and lower tax rates.

¢ Invest in ELSS for Tax Savings - Deduction up to 1.5 lakh under Section 80C.

¢ Prefer Growth Over Dividend Plans - To avoid high dividend taxes.
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Module 3: Performance Evaluation of Mutual Funds

3.1 Steps for performance Evaluation of Mutual Fund: Key Metrics for
Evaluating Mutual Funds

Comparing the performance evaluation of mutual funds across different companies in
India requires a structured approach. We have to follow the following steps

Step 1: Define Key Performance Metrics

To compare mutual fund scheme performance, we have to compare on key performance
indicators (KPIs) such as:

NAV (Net Asset Value): Indicates fund unit price.
Returns (Absolute & CAGR): Compare the fund’s returns over different periods
(1-year, 3-year, 5-year, and since inception).
e Risk-Adjusted Returns: Use ratios like:
o Sharpe Ratio - Measures return per unit of risk.
o Sortino Ratio - Focuses on downside risk.
o Treynor Ratio - Evaluates excess returns per unit of systematic risk.
e Alpha & Beta:
o Alpha - Measures the excess return of the fund compared to the benchmark.
o Beta - Shows fund volatility relative to the market.
e Consistency & Rolling Returns: Evaluate how consistently the fund outperforms
its benchmark and peers over rolling periods.
o Expense Ratio: Lower costs often translate to better net returns for investors.
Portfolio Turnover Ratio: High turnover might indicate aggressive trading,
impacting costs.

Step 2: Select Comparable Funds

e Compare funds within the same category (e.g., Large Cap, Mid Cap, Small Cap,
Hybrid, Debt, etc.).
e Consider funds with similar asset allocation strategies.

Step 3: Benchmark Comparison

e Compare fund returns against relevant benchmarks like NIFTY 50, SENSEX,
NIFTY Midcap 100, CRISIL Composite Bond Index, etc.

Step 4: Compare Performance Across Market Cycles

e Assess how the fund performed during bull and bear markets.
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e Compare performance during economic downturns (e.g., 2008 crisis, COVID-19
market crash).

Step 5: Analyze Portfolio Holdings & Strategy

e Check the fund’s portfolio allocation - equity vs. debt, sector exposure, stock
concentration.

e Review the fund manager’s investment style - value investing, growth investing,
or momentum-based approach.

Step 6: Review the Fund Manager’s Track Record

e Look at the historical performance of funds managed by the same manager.
e Check whether success is due to skill or luck by analyzing long-term performance.

Step 7: Consider Fund Inflows & AUM Growth

e Large inflows can affect performance; a rapidly growing AUM might indicate
popularity but can also dilute returns.

Step 8: Study Fund Manager’s Decision-Making

e Check how the fund manager navigated market downturns and volatility.
e Evaluate buy and sell decisions, as disclosed in periodic fund reports.

Step 9: Compare with Peer Fund Managers

e Compare fund managers running similar schemes in different AMCs.
e Use third-party research platforms like Morningstar, Value Research, CRISIL
Fund Ranking, etc., for rankings and insights.

Step 10: Use Tools & Reports for Analysis

o Refer to SEBI mutual fund disclosures, AMFI website, and mutual fund fact
sheets.
e Analyze using mutual fund ranking portals.

3.2 Risk & Return Analysis

e Standard Deviation: Measures fund performance fluctuations.
e Volatility: Indicates how much returns fluctuate over time.
e Drawdown Analysis: Measures the decline from a peak investment value.

Example of Fund Selection within the Same Category

Large-Cap Equity Mutual Funds
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Consider an investor choosing a large-cap equity mutual fund. They compare three
different funds:

Fund Name NAV | 5-Year Expense Sharpe Alpha [ Beta
®) Return (%) | Ratio (%) Ratio (%)

HDEFEC Top 100 480 12.5% 1.2% 0.85 1.5 0.98

Fund

SBI Bluechip Fund | 410 14.3% 1.0% 0.92 2.0 1.05

ICICI Prudential 450 11.8% 1.4% 0.80 1.2 0.95

Bluechip Fund

e Best Performer: SBI Bluechip Fund (Highest Sharpe Ratio and Return)
e Cost-Efficient Choice: SBI Bluechip Fund (Lowest Expense Ratio)
o Low Volatility Option: ICICI Prudential Bluechip Fund (Lowest Beta)

Medium-Cap Equity Mutual Funds

An investor selecting a mid-cap equity mutual fund compares the following options:

Fund Name NAV | 5-Year Expense Sharpe Alpha Beta
®) Return (%) | Ratio (%) Ratio (%)

Axis Midcap Fund | 450 18.2% 1.3% 0.98 3.2 1.15

Kotak  Emerging | 420 19.5% 1.4% 1.05 3.8 1.20

Equity Fund

DSP Midcap Fund | 460 17.8% 1.2% 0.95 29 1.10

e Best Performer: Kotak Emerging Equity Fund (Highest Return and Alpha)
e Cost-Efficient Choice: DSP Midcap Fund (Lowest Expense Ratio)
e Lower Risk Choice: DSP Midcap Fund (Lowest Beta)

Small-Cap Equity Mutual Funds

An investor comparing small-cap mutual funds evaluates the following:

Fund Name NAV 5-Year Expense Sharpe | Alpha Beta
®) Return (%) | Ratio (%) Ratio (%)

Nippon India 350 23.1% 1.5% 1.10 4.5 1.35

Small Cap Fund
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Fund

SBI Small Cap 370 24.7% 1.6% 1.15 52 1.40
Fund
HDFC Small Cap 340 21.9% 1.4% 1.00 3.9 1.30

e Best Performer: SBI Small Cap Fund (Highest Return and Alpha)
e Cost-Efficient Choice: HDFC Small Cap Fund (Lowest Expense Ratio)

e Lower Volatility Choice: HDFC Small Cap Fund (Lowest Beta)

3.3 Tools for Evaluation: Mutual Fund Comparison Platforms and Fact

Sheets

Evaluating mutual funds effectively requires the right tools to analyze performance, risk,
and suitability. Two essential tools for mutual fund evaluation are comparison platforms

and fact sheets.

1. Mutual Fund Comparison Platforms: These online platforms provide side-by-side
comparisons of various mutual funds based on key metrics such as past returns,

expense ratios, risk levels, and fund manager performance. Examples include:

o Morningstar: Offers detailed ratings, risk analysis, and performance insights
to help investors compare funds. Visit Morningstar

o Value Research Online: Provides rankings, risk-return profiles, and
historical performance data for various funds. Visit Value Research

o Moneycontrol Mutual Fund Screener: Allows investors to filter funds based
on investment objectives, category, and performance. Visit Moneycontrol

Mutual Fund Screener.

Example: Suppose an investor is deciding between two equity mutual funds —Fund
A and Fund B. Using a comparison platform, they can analyze 5-year returns,
Sharpe ratio, expense ratio, and portfolio holdings side by side to make an

informed decision.

2. Mutual Fund Fact Sheets: Fund houses publish fact sheets monthly, providing
essential data about a fund’s holdings, asset allocation, sector exposure, risk
indicators, and performance against benchmarks. Key elements of a fact sheet

include:

o Net Asset Value (NAV)

o O O

Top holdings and sector allocation
Performance over different periods

Risk measures such as Standard Deviation and Beta



https://www.morningstar.com/funds
https://www.valueresearchonline.com/funds/fund-compare/
https://www.moneycontrol.com/mutual-funds/find-fund/
https://www.moneycontrol.com/mutual-funds/find-fund/
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Example: An investor reviewing a fund's fact sheet notices that 60% of its portfolio is
invested in technology stocks. If they are looking for a diversified investment, they
may reconsider and choose a fund with a more balanced sector allocation.

By using these tools, investors can make data-driven decisions, ensuring they select
mutual funds that align with their financial goals and risk tolerance.

3.4 Tracking Performance: Regular Monitoring of Funds and Reviewing
Portfolios

Investing in mutual funds is not a one-time decision; it requires regular monitoring to
ensure that investments continue to align with financial goals. Investors should track their
fund performance periodically to make necessary adjustments based on market conditions
and personal financial objectives.

1. Regular Monitoring of Fund Performance: Investors should evaluate their mutual
fund investments based on key performance indicators such as:
o Net Asset Value (NAV) movement
Annualized returns over different periods
Comparison with Benchmark Indices
Expense ratio trends

0O O O O

Portfolio diversification changes

Example: Suppose an investor holds an equity mutual fund and notices that its NAV
has been consistently underperforming its benchmark index for the last two years.
This could be a sign to reassess the fund's suitability and consider switching to a
better-performing alternative.

2. Reviewing Portfolio Allocation: As market conditions change, the allocation of
funds within an investor’s portfolio may shift, leading to an imbalance in asset
classes. Investors should:

o Rebalance portfolios periodically to maintain the desired risk-return
profile.

o Ensure alignment with financial goals (e.g., shifting from equities to debt
funds as retirement approaches).

o Monitor sector exposure to avoid over-concentration in a single sector.

Example: If an investor initially allocated 60% of their portfolio to equity funds and
40% to debt funds, but due to market growth, equities now form 75% of their
portfolio, they may consider rebalancing by shifting some equity gains into debt
funds to restore the original allocation.
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Regular tracking and timely reviews ensure that mutual fund investments remain aligned
with an investor’s evolving financial goals and risk appetite, leading to better long-term
financial outcomes.

3.5 Example for Performance Evaluation of Mutual Funds

Here is a comparative analysis of five Large Cap Hybrid Mutual Funds ( Most
commonly recommended Fund type) in India, focusing on key performance metrics:

Fund 1-Year |3-Year |5-Year | Expens | Asset Top Holdings NAV
Name Return | CAGR | CAGR | e Ratio | Allocation ®)
(Equity/De
bt/Others)
HDFC 39.70% |[20.1% |16.7% |[0.74% 58.43% / HDFC Bank, Coal | 481.62
Balanced 27.10% / India, NTPC
Advantage 14.47%
Fund
ICICI 36.50% | 18.45% | 15.20% |[1.95% 60% / 35% | ICICI Bank, HDFC | 80.75
Prudential / 5% Bank, TCS
Balanced
Advantage
Fund

SBI Equity | 40.25% | 19.20% | 15.85% [ 0.95% 70% / 25% HDEC Bank, ICICI | 74.88
Hybrid / 5% Bank, Reliance
Fund Industries

Mirae Asset | 34.82% |[18.00% | 14.25% |[0.80% 65% / 30% | HDFC Bank, TCS, |40.12
Hybrid / 5% Infosys

Equity
Fund

Franklin 37.56% |18.95% | 15.50% [ 1.10% 60% / 35% HDEFC Bank, ICICI | 90.34

India / 5% Bank, Reliance
Balanced Industries
Fund

Based on the data during 2024-25

Key Observations:

e HDFC Balanced Advantage Fund stands out with strong returns (39.70% in the
last year), an expense ratio of 0.74%, and a solid equity allocation (58.43%), focusing
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on large-cap stocks like HDFC Bank and NTPC.

ICICI Prudential Balanced Advantage Fund offers a good mix of equity (60%) and
debt (35%) and maintains an expense ratio of 1.95%. It holds large-cap stocks like
ICICI Bank and TCS.

SBI Equity Hybrid Fund provides a 1-year return of 40.25% with a 70% equity
allocation, focusing on large-cap stocks like HDFC Bank and ICICI Bank.

Mirae Asset Hybrid Equity Fund has a 65% equity allocation, including top
holdings like HDFC Bank and Infosys, with an expense ratio of 0.80%.

Franklin India Balanced Fund offers a 1-year return of 37.56% and is
well-diversified with large-cap stocks in its portfolio.

Considerations:

Expense Ratio: A lower expense ratio, such as in the HDFC Balanced Advantage
Fund (0.74%) and the Mirae Asset Hybrid Equity Fund (0.80%), helps in
improving net returns.

Asset Allocation: These funds offer a balanced approach between equity and debt,
providing both growth and stability.

Performance: The funds listed have shown strong performance, especially over
1-year and 3-year periods.

Recommendations:

-

>

->

When selecting a mid-cap mutual fund, align your choice with your investment
goals, risk tolerance, and investment horizon.

Funds with higher equity allocations may offer growth potential but come with
increased volatility.

Consulting with a financial advisor can provide personalized guidance tailored to
your financial objectives.

Please note that mutual fund investments are subject to market risks, and past
performance does not guarantee future returns. It's advisable to consult with a
financial advisor to ensure these funds align with your investment objectives and
risk tolerance.

The NAV (Net Asset Value) values mentioned in the table are based on the most
recent available data at the time of the comparison. , but they might not be the
latest values as of today's date. NAVs can fluctuate daily based on market
movements. For the most up-to-date NAV, it is recommended to check with the



E-Books on Investing in Mutual Funds: A Step-by-Step Guide for Students
| Published by Department of Commerce, Malda College, Malda |

respective mutual fund's official website or use platforms like Moneycontrol, ET
Money, or Groww, which provide real-time updates on mutual fund NAVs.
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3.6 Evaluate Mutual Fund Performance Using Al:

Here’s a common prompt you can use in the Al platform to evaluate the performance of

mutual funds based on key performance metrics. Make sure to select mutual funds of the

same type (e.g., equity funds, bond funds, balanced funds) to ensure a fair comparison.

“Please evaluate the performance of the following mutual funds in terms of the following key
performance metrics:

1.

1-Year Return: Calculate and compare the returns of the funds over the past year.

3-Year CAGR (Compounded Annual Growth Rate): Assess the long-term growth trend
of each fund over the past 3 years.

5-Year CAGR (Compounded Annual Growth Rate): Evaluate the sustained growth
potential of the funds over the last 5 years.

Expense Ratio: Compare the cost efficiency of the funds. A lower expense ratio typically
results in higher net returns.

Risk-Adjusted Returns (Sharpe Ratio): Evaluate the risk-adjusted performance of each
fund. The higher the Sharpe Ratio, the better the risk-adjusted return.

Consistency: Assess the rolling returns over different time periods (e.g., 1-year, 3-year,
5-year) to understand how consistently each fund performs in different market conditions.

Portfolio Composition: Compare the underlying asset allocation of the funds (equity,
debt, or others) and the top holdings within each fund.

Volatility: Analyze the funds' volatility, which indicates the risk associated with the
investments in each fund.

AUM (Assets Under Management): Consider the size of the fund and its impact on
liquidity and diversification.

Select Funds:
1. Fund A: [Fund Name]
2. Fund B: [Fund Name]
3. Fund C: [Fund Name]
4. Fund D: [Fund Name]”
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1. This prompt can be used for any mutual funds evaluation by simply inserting the
relevant fund names.

2. While selecting mutual funds for performance evaluation, ensure that all chosen
funds belong to the same type or category. For example, you may select five funds
under the Flexi Cap Equity with Growth Option, or Large Cap Equity with
Dividend Option, or Small Cap Open-Ended Debt Schemes with Dividend
Option. This consistency allows for a more accurate and meaningful comparison.

Perfect! Below are the first 20 MCQs from Module 1: Introduction to Mutual Funds, with
answer key and detailed explanations. After this, I will continue with Module 2 and 3 in
separate responses.

MCQ: Module 1: Introduction to Mutual Funds

(Topics: Definition, Key Terminologies, History, Working, Importance, Features)

Q1. A Mutual Fund pools money from multiple investors and invests in:
A. Real estate only
B. Gold only
C. Stocks, bonds, or other securities
D. Only government bonds
Answer: C
Explanation: Mutual funds invest in a diversified portfolio including equity, debt, and
other assets.

Q2. What does NAV stand for in the context of mutual funds?

A. Net Account Value

B. New Asset Valuation

C. Net Asset Value

D. Nominal Asset Value

Answer: C

Explanation: NAV = (Total Assets - Liabilities) + Total Outstanding Units.
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Q3. Who manages the investment portfolio in a mutual fund?
A. Tax auditor
B. Investor
C. Fund manager
D. Insurance agent
Answer: C
Explanation: Fund managers are professionals appointed by AMC to manage
investments.

Q4. The first mutual fund in India was established by:

A.RBI

B. SEBI

C.UTI

D. SBI

Answer: C

Explanation: Unit Trust of India (UTI) was set up in 1963 as the first mutual fund in India.

Q5. What is the primary benefit of diversification in mutual funds?

A. Higher taxation

B. Risk reduction

C. Limited returns

D. Lock-in period

Answer: B

Explanation: Diversification spreads risk across different asset classes.

Q6. Which of the following is an example of a well-known AMC in India?

A. Tata Motors

B. HDFC Mutual Fund

C. LIC Housing Finance

D. ONGC

Answer: B

Explanation: HDFC Mutual Fund is a registered AMC managing multiple mutual fund
schemes.

Q?7. Entry load is charged when:
A. An investor redeems units
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B. An investor buys units
C. Fund closes
D. Taxes are paid
Answer: B
Explanation: Entry load is charged at the time of purchase; many AMCs have now
removed it.

Q8. What does an expense ratio in a mutual fund indicate?

A. Entry and exit fees

B. Tax deduction

C. Annual management fee

D. Brokerage cost

Answer: C

Explanation: Expense ratio = Annual fund management charges as a % of total assets.

Q9. Exit load discourages:

A. Lump sum investing

B. Investing in equities

C. Early withdrawal

D. Systematic investment

Answer: C

Explanation: Exit load is a fee on premature withdrawal to promote long-term holding.

Q10. In mutual funds, the investor’s profit depends on:
A. Asset manager’s salary
B. Stock market timings
C. Fund performance and NAV growth
D. Fixed interest rate
Answer: C
Explanation: NAV growth reflects the market value of underlying assets, which
determines profits.

Q11. Mutual funds are regulated in India by:
A.RBI

B. Ministry of Finance

C. SEBI
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D. AMFI
Answer: C
Explanation: SEBI introduced mutual fund regulations in 1996 to protect investors.

Q12. What is the role of Asset Management Company (AMC)?
A. Collect taxes
B. Audit accounts
C. Manage mutual fund investments
D. Provide loans
Answer: C
Explanation: AMCs manage funds on behalf of investors, selecting securities, and
ensuring compliance.

Q13. Mutual funds are best suited for:

A. Fixed deposit investors

B. Lottery players

C. Long-term wealth creation

D. Short-term gambling

Answer: C

Explanation: Mutual funds are ideal for systematic and long-term capital appreciation.

Q14. In 2008, which major development helped popularize mutual funds in India?
A. Index Funds
B. SIP Promotion
C. Tax-Free Bonds
D. Demat accounts
Answer: B
Explanation: Systematic Investment Plans (SIPs) became popular due to regular
investment promotion.

Q15. Which term refers to the price per unit of a mutual fund?
A. Market Price

B. Unit Cost

C. NAV

D. Fund Value
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Answer: C
Explanation: NAV = price per unit, calculated daily based on asset values.

Q16. Which of the following is an example of equity-based mutual fund benefit?
A. Regular fixed income

B. Short-term liquidity

C. Long-term capital growth

D. Income tax deduction

Answer: C

Explanation: Equity mutual funds aim at long-term capital appreciation.

Q17. Which scheme had a major role in making mutual funds popular in India in early
days?

A. Sensex Tracker

B. US-64

C. ELSS

D. SIP Plan

Answer: B

Explanation: Unit Scheme 1964 (US-64) by UTI was widely known among early investors.

Q18. The liquidity in mutual funds refers to:

A. Number of investors

B. Buying property

C. Ease of redemption

D. Dividend payment

Answer: C

Explanation: Open-ended mutual funds provide easy entry and exit (liquidity).

Q19. NAV of a mutual fund changes:

A. Every week

B. Monthly

C. Daily

D. Annually

Answer: C

Explanation: NAV is calculated daily based on the value of the fund's portfolio.
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Q20. What is a key feature of SIP investing?
A. One-time large investment
B. Monthly fixed withdrawals
C. Regular small investments

D. Daily trading
Answer: C
Explanation: SIP allows investors to invest a fixed amount regularly (e.g., monthly).

Module 2: Types of Mutual Funds & How to Invest

(Topics: Fund Categories, SIP vs. Lump Sum, KYC, Investment Modes, Taxation)

Q1. Which fund invests in companies ranked 251 and above in market capitalization?

A. Large-cap fund

B. Mid-cap fund

C. Small-cap fund

D. Balanced fund

Answer: C

Explanation: Small-cap funds invest in smaller companies, offering high return potential
but with higher risk.

Q2. Which of the following mutual funds has no fixed maturity and allows entry/exit
anytime?

A. Close-ended fund

B. Interval fund

C. Open-ended fund

D. Tax-saving fund

Answer: C

Explanation: Open-ended funds allow flexibility and liquidity for investors.

Q3. ELSS funds provide tax deduction under which section?
A. Section 80D

B. Section 80C

C. Section 24

D. Section 10

Answer: B
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Explanation: Equity Linked Savings Schemes (ELSS) offer tax benefits under Section 80C
up to X1.5 lakh.

Q4. Which mutual fund category invests across large-cap, mid-cap, and small-cap stocks?
A. Flexi-cap fund

B. Debt fund

C. Large-cap fund

D. ELSS

Answer: A

Explanation: Flexi-cap funds allow the manager to invest freely across all capitalizations.

Q5. SIP is preferred for salaried individuals because:
A. It avoids taxation
B. It offers free investment advice
C. It promotes disciplined investing
D. It gives daily interest
Answer: C
Explanation: SIPs automate regular investing, building habit and averaging cost over
time.

Q6. Which document is mandatory for KYC in mutual fund investment?

A. School ID

B. Credit Card

C. PAN Card

D. Ration Card

Answer: C

Explanation: PAN card is compulsory for KYC verification as per SEBI rules.

Q7. Thematic funds invest based on:
A. Government policy
B. Market sentiment
C. Specific themes like digital, infra, etc.
D. Central bank instructions
Answer: C
Explanation: Thematic funds focus on sectors driven by specific themes like ESG, IT,
infra.
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Q8. Which of the following is an example of passive mutual fund?

A. ELSS

B. Index Fund

C. Balanced Fund

D. Multi-cap Fund

Answer: B

Explanation: Index funds replicate a market index and do not aim to outperform it.

Q9. Arbitrage funds profit by:

A. Investing in foreign securities

B. Taking long-term positions

C. Exploiting price differences in cash and futures markets

D. Investing in gold

Answer: C

Explanation: Arbitrage funds take advantage of market inefficiencies for low-risk profit.

Q10. Which of these modes has lower expense ratio and no broker commission?
A. Regular Plan
B. Direct Plan
C.SIP
D. Lump Sum
Answer: B
Explanation: Direct plans are purchased without intermediaries, so no commission is
involved.

Q11. An investor with high risk appetite and long-term horizon should prefer:
A. Liquid funds
B. Debt funds
C. Small-cap funds
D. Interval funds
Answer: C
Explanation: Small-cap funds are suitable for aggressive investors aiming for high
returns over time.
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Q12. In SIP, Rupee Cost Averaging means:

A. Getting higher returns in a bull market

B. Investing one-time large amount

C. Buying more units when prices are low

D. Avoiding tax

Answer: C

Explanation: Rupee Cost Averaging averages the purchase cost across ups and downs.

Q13. Which of the following mutual funds provides short-term liquidity with low risk?
A. Equity fund

B. Small-cap fund

C. Liquid fund

D. ELSS

Answer: C

Explanation: Liquid funds invest in instruments like T-bills and offer high liquidity.

Q14. The main difference between SIP and Lump Sum is:
A. One is tax-free
B. SIP is risky
C. SIP involves regular small investments
D. Lump sum allows withdrawals
Answer: C
Explanation: SIP is a systematic mode for long-term investors with smaller, frequent
investments.

Q15. Which of the following is a fund that invests only in IT companies?
A. Flexi-cap fund
B. Sectoral fund
C. Arbitrage fund
D. Liquid fund
Answer: B
Explanation: Sectoral funds concentrate investment in specific sectors like IT, pharma,
etc.

Q16. What happens if you do not complete your KYC before investing?
A. You can still invest offline
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B. You can invest through regular plans only

C. You cannot invest in mutual funds

D. You will get taxed more

Answer: C

Explanation: KYC is mandatory before investing in any mutual fund in India.

Q17. In Direct vs. Regular Plans, which has higher NAV?
A. Regular

B. Direct

C. Both are equal

D. Cannot say

Answer: B

Explanation: Direct plans have lower expense ratio, so NAV is higher compared to

regular plans.

Q18. Tax on short-term capital gains (STCG) in equity mutual funds is:
A.10%

B. 0%

C.15%

D. 20%

Answer: C

Explanation: STCG on equity mutual funds is taxed at a flat rate of 15%.

Q19. ELSS funds have a minimum lock-in period of:

A.1year

B. 2 years

C. 3 years

D. 5 years

Answer: C

Explanation: Equity Linked Saving Schemes have a 3-year mandatory lock-in.

Q20. What is the most tax-efficient mutual fund strategy for long-term
investments?

A. Redeem in 6 months

B. Invest in dividend plans

C. Hold for more than 1 year

equity



E-Books on Investing in Mutual Funds: A Step-by-Step Guide for Students
| Published by Department of Commerce, Malda College, Malda |

D. Avoid KYC
Answer: C

Explanation: Holding for >1 year gives LTCG benefits (first ¥1 lakh exempt, 10%
thereafter).

Module 3: Performance Evaluation of Mutual Funds

(Topics: NAV, Risk & Return, Sharpe Ratio, Alpha, Fund Comparison, Monitoring)

Q1. NAV is used to represent:

A. Manager's commission

B. Profit of AMC

C. Price per unit of a mutual fund

D. Entry load

Answer: C

Explanation: Net Asset Value (NAV) is the per-unit value of a mutual fund.

Q2. Which of the following measures return per unit of total risk?

A. Alpha

B. Beta

C. Sharpe Ratio

D. Expense Ratio

Answer: C

Explanation: Sharpe Ratio = (Return - Risk-free Rate) / Standard Deviation; it considers
total risk.

Q3. A mutual fund with a high beta indicates:

A. Less volatility

B. Higher volatility than the market

C. Fixed return

D. Tax-free returns

Answer: B

Explanation: Beta > 1 implies the fund is more volatile than the market.

Q4. Alpha measures:
A. Risk level
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B. Management fee

C. Excess return over benchmark

D. Inflation impact

Answer: C

Explanation: Alpha = Fund Return - Benchmark Return (adjusted for risk).

Q5. Which tool is used to evaluate downside risk specifically?

A. Beta

B. Sharpe Ratio

C. Treynor Ratio

D. Sortino Ratio

Answer: D

Explanation: Sortino Ratio refines Sharpe by considering only downside volatility.

Q6. If Fund A has a higher Sharpe ratio than Fund B, it indicates:

A. A is riskier

B. A gives lower return

C. A has better risk-adjusted performance

D. A is illiquid

Answer: C

Explanation: A higher Sharpe ratio = better returns per unit of risk.

Q7. Which metric shows how much the fund’s returns move with the market?
A. Alpha

B. Beta

C. Expense Ratio

D. NAV

Answer: B

Explanation: Beta indicates correlation of fund returns with the market index.

Q8. A high expense ratio in a mutual fund:
A. Improves returns

B. Has no effect on returns

C. Reduces investor’s net return

D. Increases NAV
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Answer: C
Explanation: Expense ratio is deducted from returns; higher costs reduce gains.

Q9. What does rolling return analysis help with?
A. KYC status
B. One-time tax saving
C. Consistency of fund returns over time
D. SIP frequency
Answer: C
Explanation: Rolling returns assess fund performance over multiple periods to check
consistency.

Q10. Which of these tools help investors compare fund performance online?
A. Google Pay
B. SEBI email
C. Value Research or Morningstar
D. Income Tax Website
Answer: C
Explanation: Online platforms like Value Research and Morningstar provide fund
comparisons.

Q11. Treynor Ratio uses which denominator for risk?

A. Standard deviation

B. Expense ratio

C. Beta

D. Downside deviation

Answer: C

Explanation: Treynor = (Return - Risk-free rate) / Beta (systematic risk).

Q12. If a fund consistently beats its benchmark, it shows a positive:

A. Alpha

B. Beta

C. Expense

D. Entry load

Answer: A

Explanation: A consistently outperforming fund generates positive Alpha.
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Q13. CAGR is used to calculate:
A. Taxes
B. Simple interest
C. Compounded annual return over time
D. One-time return
Answer: C
Explanation: CAGR = Compound Annual Growth Rate, useful for multi-year
performance analysis.

Q14. Regular monitoring of mutual funds helps in:

A. Paying extra tax

B. Avoiding SEBI rules

C. Keeping the portfolio aligned with goals

D. Blocking redemption

Answer: C

Explanation: Monitoring ensures the fund performance matches financial objectives.

Q15. High portfolio turnover ratio may indicate:

A. Passive investing

B. Consistent management

C. Aggressive trading strategy

D. Fixed asset allocation

Answer: C

Explanation: A high turnover ratio suggests frequent buying/selling, increasing costs.

Q16. Which of the following is not a performance metric?

A.NAV

B. Alpha

C. AMC name

D. Sharpe Ratio

Answer: C

Explanation: AMC name is not a performance indicator; the rest are.

Q17. Performance evaluation should compare funds:
A. With different strategies
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B. From different countries

C. Within the same category

D. Based on AMC’s brand

Answer: C

Explanation: Funds should be compared within the same risk/strategy category.

Q18. If a fund underperforms in bull and bear markets, it shows:

A. Market leadership

B. Consistency

C. Weak management or strategy

D. Low expense ratio

Answer: C

Explanation: Underperformance across market cycles indicates issues with fund quality.

Q19. Which of these Al-based tools can help evaluate mutual funds?

A. WordPress

B. MyGov

C. ChatGPT and Al platforms

D. PhonePe

Answer: C

Explanation: Al tools like ChatGPT and data platforms help analyze mutual fund data
smartly.

Q20. Why is benchmarking essential in mutual fund evaluation?
A. To get dividends
B. For taxation
C. To measure relative fund performance
D. To invest more in debt
Answer: C
Explanation: Benchmarking helps assess how well a fund performs compared to its
market index.

Here are 10 Short Answer Type Questions (2-3 marks each) and 10 Essay Type
Questions (5-7 marks each) based on all three modules of your e-book "Mutual Fund:
Investment Management Vol-2".
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10 Short Answer Type Questions (2-3 Marks Each)

Each answer should be around 50-80 words.

1. Define Net Asset Value (NAV) and state its formula.

2. What is the difference between an open-ended and a close-ended mutual fund?
3. Explain the concept of diversification in mutual funds.

4. State any two key functions of an Asset Management Company (AMC).

5. Mention two benefits of investing via SIP.

6. What is the lock-in period in ELSS funds?

7. Distinguish between Direct and Regular mutual fund plans.

8. What is the purpose of KYC in mutual fund investment?

9. Define Sharpe Ratio and what it indicates.

10. State any two tax benefits associated with mutual funds.

10 Essay Type Questions (5-8 Marks Each)

Each answer should be approximately 200-300 words, with examples where applicable.

1. Discuss the major types of mutual funds in India based on market capitalization,
with examples.

2. Explain how SIP differs from Lump Sum investment with a suitable example.
3. Describe the steps involved in selecting the right mutual fund for investment.

4. What are the various performance evaluation metrics used for mutual funds?
Explain any three in detail.
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5. Write a note on the historical development of mutual funds in India.
6. Explain the structure and benefits of hybrid mutual funds.

7. Discuss the tax implications of equity and debt mutual funds for short-term and
long-term investors.

8. Describe the role and responsibilities of a fund manager in mutual fund
investment.

9. What is the significance of Alpha and Beta in mutual fund performance
evaluation?

10. Explain how Al tools and online platforms assist in mutual fund selection and
monitoring.
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Feedback Link:

We value your feedback! Please use the link below to share your suggestions and help me
improve the book continuously.
Click Here

Note:

This e-book will be continuously updated. You can access the latest version of the
book anytime using the link provided below.

Click Here

“ The future
depends on what we
do in the o

- Mahatma Gandhi
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