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EXECUTIVE SUMMARY

Stock markets are highly risky and volatile. Its verv difficuit to predict the stock market,
Very minute changes in stock market affects the share prices of a on organization (o a
very large extent. Therefore, investment in stock market involves a high amount of risk.
In order to reduce the risk involved in stock market, Mutual Funds came into existence.
In Mutal funds, investment is diversified by investing in several tvpes of invasiments
like shares, debt market instruments, money market instruments and so on. Depending
upon the entry and exit criterien mutual funds can be divided into Open ended and Close
ended mutual funds. They can be further divided into Balanced, Debt and Equity based
funds depending on the composition of investment. It becomes necessary to evaluate the
Risk and Return involved in mutual funds to guide the clients with better ideas to make
them invest in the right fund depending on their risk taking capability. In this study, with
the help of variables itke Alpha, Beta. Sharpe’s index, Treynor's index. Standard
Deviation and Mean Return, Rank Statement and Position Matrix have been arrived for
all categories of funds. The Rank Statement gives the ranks based on Beta. Re'urn and
Standard Deviation of the funds taken for study. The Position Matrix gives the Risk and
Return tevels of the funds in each category. This would be very much helptul for the

chients to make the right investment and also acts as an indicator to choose the rigat fund.
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1 INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Stock market is highly volatile and risky. In order to reduce the risk involved in stock
market mutual funds came into existence. Mutual Funds can be classified into open ended
mutual funds and close ended mutual funds depending on the mode of entry and exit into
them. They can further be catergorised into debt based mutual funds, equity based mutual
funds and balanced mutual funds based on areas of investment. The risk and return varies
‘based on different categories of mutual funds. This study gives an insight about the risk

and return involved in top 10 mutual funds of each category.
1.2 REVIEW OF LITERATURE

Evaluating performance and strategy of mutual funds'-, Mutual funds have become one
of the largest financial intermediaries in the leading world economies, currently
controlling about 7 trillion dollars in assets in the US and over 3 trillion Euros in assets in
Europe. In Russia, the mutual fund industry is relatively underdeveloped but has a huge
potentia} for growth. One of the crucial factors ensuring efficient functioning of mutual
funds is proper cvaluation of their performance. This is important for invesiors who
would like to make sure that their funds follow desirable stratcgies and earn positive risk-
adjusted returns. In general, there are two types of performance measures: absolute
(based only on the performance record of a given fund) and relative (constructed with
respect 1o some endogenous or exogenous benchmark). Absolute performance measures
may be raw. such as fund total return, or risk-adjusted. such as the Sharpe ratio or
Jensen’s alpha. Relative performance measures can be cardinal (e.g.. fund return adjusted
by the category benchmark) or ordinal (e.g.. fund performance rank within a given
category). Obviously. the use of a raw performance mcasure such as fund total return
may be inappropriate. since it ncglects the riskiness of fund investments. The most

popular risk-adjusted measure in the literature is Jensen's alpha based on a factos modcl.

: http://www.nes.ru/~agoriaev/GETmfu nd{2?.pdf
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Mutual Fund Purchase Practices’, An Analysis of Survey Results Prepared by
Barbara Roper and Stephen Brobeck.. The survev reveals a gap between how experts
recommend investors go about making mutual fund purchase decisions and how investors
describe their actual fund selection practices.] Significant differences between expert
recommendations and actual practices are found in: the factors investors consider when
selecting a mutual fund, the extent to which they research their fund purchascs using
avaijable written information sources. and the degree of rcliance they place on the
recommendations of financial services professionals. This gap may have significant
implications for the development of investor education materials, both by identitying
arcas where cducators need to do a better job of conveying their message. and by
identifying areas where expert recommendations are unrealistic or fail to reflect the

environment in which different purchase groups make their fund selections.

Outsourcing Mutual Fund Management’, This paper investigates the eifects of
managenal outsourcing on the incentives and performance of mutual funds. We (irsi
document that many families farm out the management of a sizeable fraction of their
funds to unaffiliated advisory firms. We find that funds managed externally significantly
under-perform those ran internallv. We establish the causality of this relationship by
using as an instrument for outsourcing the interaction of the number of funds a family
offers (controlling for family size) at the time a fund is started with the proximity ol the
family’s location from financial centers. We then hypothesize that contractual
externalities due to firm boundaries make it more difficult to extract performance from an
outsourced relationship. We verify two kev auxiliary predictions of this hypothesis:
compared to counterparts ran internally. (1) an owtsourced fund faces higher-powered
incentives in that the likelihood that it expericnces a closure or managerial termination is
more sensitive to poor past performance and absolute deviation of fund risk-taking from

the norm: (2j ns risk-taking behavior also deviates tess from the norm

2http:/."v\'\\'\\'.consumerfed.(}rsz/pclfs/nlutual fund survev report.pdf

3 http:z’f‘\\'ww.princcton.cdm'f-vhhongf()utsourcing-OS-U().pdf
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Ownership, Risk and Performance of Mutual Fund Management Companies®, by
Michael K. Berkowitz and Jiaping Qiu, This paper compares the performance of
mutual funds managed by publicly-traded management companies with those managed
by private management companies. We find that publicly-traded management companies
invest in niskier assets and charge higher management fees relative to the funds managed
by private management companies. At the same time, however, the risk-adjusted returns
of the mutual funds managed by publicly-traded management companies do not appear to
outperform those of the mutual funds managed by private management companies. This
finding is consistent with both the risk reduction and agency cost arguments that have

been made in the hterature.

Predicting Stock Returns Using Mutual Fund Portfolio Holdings: Implications of
Fund Performance Persistence’, This study uses reported mutual fund portfolio holdings
to predict stock returns. Stocks picked by good mutual fund managers should outperform.
those picked by bad managers; and if fund performance persists, past performance should
be informative of fund managers’ stock selection ability. We develop this intuition into a
statistical model and propose three stock alpha estimators that can extract information
about future returns on a large cross-section of stocks from the current portfolio
compositions and past performance of a relatively small number of mutual funds. We
plan to examine the performance of the stock alpha estimators and their components
against vartous benchmarks, such as characteristics-sorted benchmark portfolios. several
return-predictive effects based on mutual fund trades developed in recent studies. as well
as a battery of quantitative investment signals. Since the stock selection ability of most
mutual funds stems from fundamental research, we expect the information content of our
stock alpha estimators to be significantly different from that of strategies popularly used

bv quantitative investment managers.

4 hitp://www.chass.utoronto.ca/ecipa/archive/UT-ECIPA-BERK-01-01.pdf

: htip://www.inquire-

eurcpe.org/project/under development/Wermers Yao Zhao%2005.10.01.pdf




1.3 OBJECTIVES OF THE STUDY

1.3.1 Primary objective

To evaluate the performance of the mutual funds and profile a posiiion matrix.

1.3.2 Secondary objective
# To conduct a comparative study on mutual funds with respect to nisk and retum.
# To carry out Alpha and Beta analyses for the mutual funds taken for study.
» To calculate Sharpe’s and Treynor’s indices for the mutual funds taken for studyv.

# To rank the mutual funds according to their performance.

1.4 STATEMENT OF THE PROBLEM

As the stock market is highly volatile and risky mutual funds came into existence 1o
reduce risk. It becomes necessary to evaluate the risk and return involved in mutual funds
to guide the clients with better ideas for their investments. A position matrix cculd help
the investor to fit the mutual funds in their appropriate risk-return relationship category.

Hence the same is taken as a problem to be studied upon.

1.5 SCOPE OF THE STUDY
The scope of the study is to give betier ideas about the risk and retum involved in mutual

funds to the clients in order to make them invest appropriatelv.
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1.6 RESEARCH METHODOLOGY

1.6.a Type of Study
Analytical Study: In Analytical Research, the researcher has to use facts or information
already available, and analyze these to make a critical evaluation of the matenial.

This is an Analvtical Study.

1.6.b Sampling Design

All the mutual funds in India are taken as population for this study

Sampling Method: In Random sampling, every item of the population has an equal
chance of inclusion in the sample. It is to say a lottery method in which individual units
are picked up from the whole group not deliberatelv but by some mechanical process.
Sampiing Technique: In Proportionate Stratified Random Sampling, the population
is divided into several sub-populations that are individually more homogeneous than the
total population(the different sub-populations are called ‘strata’) and then we select egual
number of items {rom each stratum to constitute a sample.

Sampling Criterion and Size: Top perfdrming Mutual Funds in each categorv are taken
for study. Mutual Funds can mainly be classified into Open ended and Close ended
further be sub-classifted into Balanced, Debt and Equity based Funds. 10 funds from cach

category 1s taken as sample size which totally constitutes to 60 funds.

1.6.c Method of Data Collection

Primary Data: Primary data are those which are collected afresh and for the first time,
and thus happen to be onginal in character.

Secondary Data: Secondary data are those which have alreadv been collected by
someone else and which have alreadyv been passed through the statistical process
Secondary Data is used in this study.

Scource of Data: The sccondary data 1s collected from the online officiz] link
mutual{undsindia.com and the respective corporate links

Period of Study: October 3™ 2006 10 March 16% 2007



1.6.d Tools of Analysis
1.Sharpe’s Performance Measure
Sharpe’s index = Rp-Rf
Gp
2.Treynor’s Performance Measure

Trevnor’s index = Rp-Rf
B

where, Rp = Return of Portfolio

Rf = Risk free return
Gp = Standard Deviation of Porttolio

B = Unsystematic Risk factor
3.Alpha and Beta analysis
2Y =na+byX
XY =ayX+brX?
where, a = u(alpha)

b = P(beta)
4.Rank Statement
5.Position Matrix
6.Mean and Standard Deviation
Mean =} X

n

Standard Deviation(cp) = (mean-X)*
13
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1.7 LIMITATIONS OF THE STUDY

# Only 60 mutual funds were taken for study.

\;’

Analysis was carried with the help of data over a period of only six months.

v

As the stock market 1s highly volatile and riskv the analysis results cannot be used

for a longer period.

1.8 CHAPTER SCHEME

This project is divided into 5 chapters.

Chapter 1 deals with background of the study, review of literature, objective & scope of

the study, methodology and limitations.

Chapter 2 covers history of the organization, management, organization structure, service

profile, competitive strength, future plans and description of various functional areas.

Chapter3 covers all macro analysis and micro analysis of the study.

Chapter 4 covers data analysis & interpretation through representation of vanous tables

and charts

Chapter 5 deals with findings and recommendations provided from the study.



2. ORGANIZATIONAL PROFILE

2.1 HISTORY OF THE ORGANIZATION

The birth of Karvy was on a modest scale in 1981. It began with the vision and enterprise
of a small group of practicing Chartered Accountants who founded the flagship company
Karvy Consultants Limited. We started with consulting and financial accounting
automation, and carved inroads into the freld of registry and share accounting by 1985.
Since then, we have utilized our experience and superlative expertise to go from strength
to strength to better our services, to provide new ones, to innovate, diversify and in the
process, evolved Karvy as one of India’s premier mtegrated financial service enterprise.
Thus over the last 20 vears Karvy has traveled the success route, towards building a
reputation as an integrated financial services provider, offering a wide spectrum of
services. And we have made this journey by taking the route of quality service. path

breaking mnevations in service, versatility in service and finally totahity in service

Our highly qualified manpower, cutting-edge technology, comprehensive infrastructure
and total customer-focus has secured for us the position of an emerging financial services
giant enjoying the confidence and support of an enviable clientele across diverse fields in

the financial world.

QOur values and vision of attaining total competence in our servicing has served as the
building block for creating a great financial enterprise. which stands sohid on our
fortresses of financial strength - our various companies. With the expericnce of vears of
holistic financiai servicing behind us and vears of complete expertise in the indusuy
look forward 1o, we have now emerged as a premier integrated financial services
provider. And today, we can Jook with pride at the fruits of our mastery and experience ~
comprehensive tinancial services that aré competently scgregated to service and manage

a diverse range of customer requirements.



KARYVY, is a premier mntegrated financial services provider, and ranked among the top
five in the country in all its business segments, services over 16 million individual
investors in various capacities, and provides investor services to over 300 corporates,

comprising the who is who of Corporate India.

KARVY covers the entire spectrum of financial services such as Stock broking,
Depository Participants, Distribution of financial products - mutual funds, bonds. fixed
deposit, equities, Insurance Broking, Commodities Broking, Personal Finance Advisory
Services, Merchant Banking & Corporate Finance, placement of equity, IPOs, among
others. Karvy has a professional management team and ranks among the best in

technology, operations and research of various industrial segments.

2.2 MANAGEMENT

KARVY STOCK BROKING LIMITED

Mr.C.Parthasarathy

Director

Mr.M.Yugandhar

Dhrector

Mr.M.S.Ramakrishna

Director

Mr.AkashMehta

Director

Mr.PeterWingHungSo

Director



2.3 ORGANIZATIONAL STRUCTURE
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2.4 PRODUCTS PROFILE AND MARKET POTENTIAL
STOCK BROKING SERVICES

It 1s an undisputed fact that the stock market is unpredictable and vet enjovs a high
success rate as a wealth management and wealth accumulation option. The difference
between unpredictability and a safety anchor in the market is provided by in-depth
knowledge of market functioning and changing trends, planning with foresight and
choosing one & request options with care. This is what we provide in our Stock Broking

services.

We offer services that are beyond just a medium for buying and seiling stocks and shares.
Instead we provide services, which are multi dimensional and multi-focused in their
scope. There are several advantages in utilizing our Stock Broking services, which are the

reasons why it is one of the best in the country.

We offer trading on a vast platform. National Stock Exchange, Bombay Stock Exchange
and Hyderabad Stock Exchange. More mmponantly, we make trading safe 10 the
maximum possible extent, by accounting for several risk factors and planning
accordingly. We are assisted in this task by our in-depth research, constant feedback and
sound advisory facilities. Our highly skilled research team, comprising of technical
analysts as well as fundamental specialists, secure result-oriented information or. market
trends. market analysis and market predictions. This crucial information is given as a
constant feedback 1o our customers, through daily reports delivered thrice daily : The Pre-
session Report. where market scenario for the day is predicted, The Mid-session Report,
tumed to arrve during lunch break . where the market forecast for the rest of the dav is
aiven and The Post-session Report, the final report for the day, where the market and the
report itself 1s reviewed. To add to this repository of information, we publish a monthly
magazine &ldquo Karvy; The Finapolis & rdquo:. which analyzes the latest stock market
trends and takes a close look at the various investment options, and products available in
the market. while a weekly report, called &ldquo: Karvy Bazaar Baatein&rdque:. keeps
vou more mformed on the immediate trends in the stock market. In addition. our specific

industry reports give comprehensive information on various industries. Besides this. we



also offer special portfolio analysis packages that provide daily technical advice on scrips
for successful portfolio management and provide customized advisory services to help

vou make the right financial moves that are specificaily suited to vour porttolio.

Our Stock Broking services are widely networked across India, with the number of our
trading terminals providing retail stock broking facilities. Qur services have increasingly
offered customer oriented convenience, which we provide to a spectrum of mvestors.

high- networth or otherwise, with equal dedication and competence.

But true to our spirit, this success is not our final destination, but just a platform o taunch
further enhanced quality services to provide vou the latest mn convenient, customer-

friendly stock management.

Over the years we have ensured that the trust of our customers is our bigges: returns.
Factors such as our success in the Electronic custody business has helped build or our

tradition of trust even more. Consequentially our retail client base expanded very fast.

To empower the investor further we have made serious cfforts to ensure that our rescarch
calls are disseminated systematically to all our stock broking clients through various

delivery channels hike ematl, chat, SMS, phone calls etc.

Our foray into commodities broking has been path breaking and we are in the process of
converting existing traders in commodities into the more organized mainstream of trading
in  commodity futures. both as a trading and rnsk hedging mechanism.
In the future, our focus will be on the emerging businesses and to meet this objective. we
have enhanced our manpower and revitalized our knowledge base with enhances focus on

Futures and Options as well as the commodities business.
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MERCHANT BANKING

Recognized as a leading merchant banker in the country, we are registered with SEBl as a
Category [ merchant banker. This reputation was built by capitalizing on opportunitics 1n
corporate consclidations, mergers and acquisitions and corporate restructuring, wiich
have earned us the reputation of a merchant banker. Raising resources for corporatc or
Govemment Undertaking successfullv over the past two decades have given us the

confidence to renew our focus in this sector.

Our quahty profeésional team and our work-oriented dedication have propelled us to
offer value-added corporate financial services and act as a professional navigator for iong
term growth of our clients, who include teading corporates, State Governments. foreign
institutional investors, public and private sector companies and banks, in Indian and

globalmarkets.

We have also emerged as a trailblazer in the arena of relationships, both at the customer
and trade levels because of our unshakable integrity, seamless service and innovative
solutions that are t.uned- to meet varied needs. Our team of committed industrv specialists.
having extensive experience in capital markets, further nurtures this relationsaip. Qur
financial advice and assistance in restructuring. divestitures, acquisitions, de-mergers.
spin-offs, joint ventures, privatization and takeover defense mechanisms have elevated

our relationship with the client to one based on unshakable trust and confidence.

MUTUAL FUND SERVICES

We have attamned a position of immense swrength as a provider of across-the-board

transfer agency services to AMCs, Distributors and Investors.

Nearly 40% of the top-noich AMCs including prestigicus clients like Deutsche AMC and
UTI swear by the quality and range of services that we offer. Besides providing (e entire
back office processing. we provide the link between various Muteal Funds and the

investor. including services to the distributor. the prime channel in this operation.



Carrying the ‘limitless’ ideology forward. we have explored new dimensions 11 every
aspect of Mutual Fund servicing right from volume management, cost effective pricing.
delivery in the least turnaround time, efficient back-oftice and front-office operations to
customized service. We have been with the AMCs cvery step of the way, helping them
serve their investors better by offering them a diverse and customized range of services.

The ‘first to market' approach that is our anthem has earned us the reputation of an

innovative service provider with a vistonary bent of mind.

Our service enhancements such as ‘Karvy Converz'. a full-fledged call center, a top-iine
website (www . karvymfs.com), the ‘m-investor' and many more, creating a gzlaxy of

customer advantages.

In our vovage towards becoming the largest transaction-processing house in the Indian
Corporate segment, we have mobilized funds for numercus corporate, Karvy has
emerged as the largest transaction-processing house for the Indian Corporate sector. With
an experience of handling over 700 issues, Karvy today, has the ability 10 execute
voluminous transactions and hard-core expertise in technology applications have gained
us the No.1 slot in the business. Karvy is the first Registry Company to receive 1SQ 9002

certification in India that stands testimony to its stature

Karvy has the backing of skilled human resources complemented by requisite
technotogical packages to ensure a faster processing capability. Karvy has the benefit of a
good synergy between depositories and registry that enables {aster resolution to related
customer queries. Apart from 1ts unique tnvestor servicing presence in all the phases of a
public Issue, it is actively coordinating with both the main deposttorics to develop spectal
models to enable the customer to access depository (NSDL. CBSL) services during an

IPC.

Karvy has been a customer centric company since its inception. Karvy offers a singie
platform servicing multiple financial instruments i its bid o offer complete hmancial
solutions to the varving needs of both corporate and retail mvestors where anr extensive

range of services are provided with great volume-management capability,
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Today, Karvy 1s recognized as a company that can excced customer expectations which 13

the reason for the loyalty of customers toewards Karvy for all his financial needs. An

opinion polt commissioned by “The Merchant Banker Update™ and conducted bv the

reputed market research agency, MARG revealed that Karvy was considered the “Most

Admired” in the registrar category among financial services companies. The chart

showing number of funds and the categories given below:

MUTUAL FUND FAMILY

ABN Amro mutual fund
Alhance capital mutuai fund
Benchmark motual fune
Birla sunlife muteal fund
Bob mutual fune

Boi mutual tund

Canbank muoteal fund

Dbs chola mutual fund
Deutsche mutoal fund

Dsp merrie lynch mutoal fund
Escorts mutual fund

Fidelity mutuat fund
Franklin teropletor mutual fund
Gic inutoal fund

Hdfc mutuai tund

Hsbe mutual fund

Indian bank mutual fund

Ing vysva mutual fund

IM Financial mutoat fund
Kotak mumnial fund

LIC mutual fund

Lotad India mutual fund
Morgan Stanley nutual fund
PNB mutual fund

Principal motual fund
Prudential [C1C! matual fund
Quantumn mutual fund
Reliance rutual fund

Sahara motual fund

SBI mutual fund

Siandard BNP Paribar muteal fund
‘Tata mutual fund

Tauras mutaa! fund

Linit Trust of Indic

UTY muatozal fund

SCHEME CATEGORY

DEBT

Debt-floaters

Dubt-EMP
Debt-GiltGovt
Debt-Income
Debt-Mediom term
Debt-MIP fund
Debe-Shart werm
Debt-with marginal equit

DYNAMIC ASSET ALLOCATION

EQUITY

Equity —balanced tund
Equity-Diversified
Equitv-ELSS
Equity-index fund
Equity-secior tund
Equity linked savings scheme
Funds of funds

Gilt tund

Income

Liquid fund

Special? fund

Scheme Type

Closed ended
Interval scherme
Open-endued

Fiz No -1
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DEPOSITARY PARTICIPANT SERVICE OFFERED BY KARVY

Depository Participant (DP) is an organization that acts as an Agent ot the Depository
and mteracts with the investor. A DP is reéponsible for maintaining chients’ securitics
account and operating 1t only under chents™ written instructions. The Depositories Acts
mandates that investors can use Depository tacilities only through DP’s. The distribution
channel and geographical spread of the DP’s offices allows client to access the

Depository at a low cost.
The various kinds of DP service offered in Karvy is as follows:

1. To convert the chents physical holdings into clectronic holding. Thai 1s
dematertalization of securities. The method was introduced to avoid the
unnecessary problems due to safety constraints the "Demat’ service was
started [Currently Karvy Stock Broking is not providing Demat service duc to
some problemj.

2. Keep tracking of clients” holding in electronic form and maintaining their
accounts as holdings.

3. Transfer the shares in the electronic form {rom one account to another.

4. Factlitate pledge of client electronic securities.

5. Give electronic credit of new share allotments such as public 1ssues. bonus.
rights etc.

6. Convert clients electronic holding into physical holding (which ‘s called

"rematerialisatoin of securities")
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ADVISORY SERVICES

Portfolio advisory service

A research team accomplishes advisory service to the client to choose the best portfolio
that will give good return, which is always keen to maintain the investor interest towards
imvestment.

Mutual Fund Advisory Service

The way in which to get a nominal return that is assured by the fund managers classified
and advised to spend it through Karvy.

Tax Advisory

The most recent way to invest and also to avoid a great margin of money going into the
tax can be given advice to manage it efficiently by investing it in various means.
Retirement advisory

There is a great possibility of lack of mismanagement of funds after the clients’
retirement. That is managed in a2 manner so as to get a fixed return with the advise of the

research team.

2.5 COMPETITIVE STRENGTH OF THE COMPANY

» Among the top 5 stock brokers in India (4% of NSE volumes)
# India's No. 1 Registrar & Securities Transfer Agents

» Among the to top 3 Depository Participants

» Largest Network of Branches & Business Associates

~ 1SS0 9002 certified operations by DNV

» Among top 10 Investment bankers

~ Largest Distributor of Financial Products

» Adjudged as one of the top 50 IT uses in India by MIS Asia

»  Full Fledged [T driven operations



2.6 FUTURE PLANS
Vision 2008
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To increase the network from 640 branches to 750 numibers.
To double the F & O cash volumes (around 6%

Activate BSE so as to reach 5% share

To reach the No.1 position in ail activities

Look at aver 12 lac accounts by 2008

To achieve over 250,000 appiications per monih

Achieve over Rs. 10,000 cr of equity assets under advise

To achieve 1% sharehofthe market (3 lac policies)

To reach at least 5% market share

Establish specialized commoditiv branches where necessary
To contribute 10% of our overall revenues

Provide IPO funding both for retail and HNI category

25% of'the revenues through this business

Reack top 10 institutional brokers in the country

Maximise earnings for each refationship built both domestic and international
Evolve as a top research house for Mid cap securities

To Position our self as a *knowledge driven broker

Evoive PCG into a PMS platform

Evolve into top 5 merchamt barkers in the country to

Gain expertise corporate finance and M&A

To start real estate investment banking

Internet based service delivery — broking. MF. PO etc.
Effective use of SMS and other touch points

Customer relationship management

Gets over 80% of the team minimum double qualified
Contiruous training -- over 150 hour per vear training for every individual
Reach 25% volume and 15% vaiue

Conmmence 3 new business lines as part of diversilication strategy
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2.7 DESCRIPTION OF VARIOUS FUNCTIONAL AREAS
2.7.1 KARVY CONSULTANTS LIMITED

As the flagship company of the Karvy Group, Karvy Consultants Limited has alwavs
remained at the helm of orgamizational affairs, pioneering business policies. work ethic

and channels of progress.

Having emerged as a leader mn the registrv business, the first of the businesses that we
ventured into, we have now transferred this business into a joint venture with Computer
share Limited of Australia, the worid’s largest registrar. With the advent of depositories
in the Indian capital market and the relationships that we have created in the registry
business, we believe that we were best positioned to venture mnto this activity as a
Depository Participant. We were one of the early entrants registered as Depository
Participant with NSDL (National Securities Depository Limited), the first Depository in
the country and then with CDSL {Central Depository Services Lunited). Today, we
service over 0 lakhs customer accounts in this business spread across over 230
cities/towns in India and are ranked amongst the largest Depository Participanis in the
country. With a growing secondzi_ry market presence, we have transferred this business to
Karvy Stock Broking Limited (KSBL), our associate and a member of NSE. BSE and
HSE.

FT enahled services

Our Technology Services division forms the ideal platform to unlcash our technology
mitiatives and make our presence felt on the Internet. Our past achicvements inciude
manyv quahiy websites designed. developed and deploved by us. We also possess our own
web hosting tacthities wath dedicated bandwidth and a state-of-the-art server farm (data
centery with services functioning on a varicty of operating platforms such as Windows.
Solaris, Linux and Unix.The corporate website of the companyv. “www karvv.com™ gives
access to in-depth information on financial matters including Mutual Funds. 1PCs. Fixed
Income Schemes. Insurance. Stock Market and much more. A link called "Resource
Center’. devoted solely 10 research conducted by our team of experts on various {inancial

aspects like “Sector Research’™. deals exclusively with in-depth analvsis of the xev sectors
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of the Indian economy. Besides, a host of other links like "My Portfolio™ which acts as a
personalized and customized financial measure, makes this site extremely miormative
about investment options, market trends, news as also about our company and each of the

services offered here.
2.7.2 KARVY GLOBAL SERVICES LIMITED

The specialist Business Process Cutsourcing unit of the Karvy Group. The legacy of
expertise and experience in financial services of the Karvy Group serves us well as we

enter the global arena with the confidence of being able to deliver and deliver well.

Here we offer several delivery models on the understanding that business needs arc
unique and therefore only a customized service could possibly fit the bill. Our service

matrix has permutations and combinations that create several options to choose from.

Be it n re-engineering and managing processes or dehivering new efficiencies. our
service meets up to the most stringent of international standards. Our outsourcing models
are designed for the global customer and are backed by sound corporate and operations
philosophies, and domain expertise. Providing productivity improvements, operational
cost control, cost savings, improved accountability and a whole gamut of other

advantages.

We operate in the core market segments that have emerging requirements for specialized
services. Our wide vertical market coverage includes Banking, Financial and Insurance
Services (BFIS), Retail and Merchandising, Leisure and Entertainment. Energv and

Utihity and Healthcare.

Our horizontal offerings do justice to our stance as a comprehensive BPO unit and
include a vanety of services in Finance and Accounting Qutsourcing Operations. Human
Resource Outsourcing Operations. Resecarch and Analyvucs Outsourcing Operations and

Insurance Back Otfice Outsourcing Operations.
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2.7.3 KARVY COMTRADE LIMITED

Karvy Commodities, we are focused on taking commodities trading to new dimensions of

ve-old

=
=

reliability and profitability. We have made commodities trading, an essentially a
practice, into a sophisticated and scientific investment option. Here we enable trade in al!
goods and products of agricultural and mineral origin that include lucrative commaoditics
like gold and silver and popular items like oii, pulses and cotton through a well-
systematized trading platform. Our technological and infrastructural strengths and
especially our street-smart skills make us an ideal broker. Our service matrix is holistic
with a gamut of advantages, the frst and foremost being our legacy of human resources,

technology and infrastructure that comes from being part of the Karvy Group.

Our wide national network, spanning the length and breadth of India, further supports
these advantages. Regular trading workshops and seminars are conducted to hone trading
strategies to perfection. Every move made is a calculated one, based on reliable research
that is converted into vatuable information through daily, weekly and monthiy
newsletters. calls and intraday alerts. A dedicated team committcfd 10 giving hassle-free
service while the brokerage rates offered are extremely competitive provides ‘urther.
personalized service here. Our commitment to excel in this sector stems from the
immense importance that commodity broking has to a cross-section of investors & ndash

farmers, exporters, nporters, manufacturers and the Government of India itselt.
2.7.4 Karvy Insurance Broking Private Limited

Karvy Insurance Broking Pvt. Ltd.. we provide both life and non-life insurance products
to retail individuals. high net-worth clients and corporates. W ith the opening up of the
insurance sector and with a large number of private players in the business. we are in a
position to provide tailor made policies for different segments of customers. ln our
journey 1o emerge as a personal finance advisor. we will be better positioned to everage
our relationships with the product providers and place the requirements of our customers
appropriately with the product providers. With Indian markets seeing a sca change. both

in terms of investment pattern and attitude of investors. wsurance is no more seen as ondy



a tax saving product but also as an investment product. By setting up a separate entity, we
would be positioned to provide the best of the products available in this business to our

CUStomers.

Our wide national network, spanning the length and breadth of India. further supports
these advantages. A dedicated team committed in giving hassle-free service to the clients

provides further, personalized service here.
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3.MICRO AND MACRO ANALYSIS

Mature markets

Equity prices in industrial countries have risen strongly in the 1990s, with the increase in
Japanese prices being somewhat less pronounced. The US equity market has clearly been
the star performer of the 1990s. Although the rise in United States markets since carly
1996 has been matched or exceeded by that in other advanced equity markets. US
markets have outperformed most other advanced equity markets since the beginning of
the decade, in some cases by a factor of two or more. Remarkably, in the period 1992-
1996, the Dow Jones Industrial Average doubled in value, while historically the index
has doubled every 17 vears. Moreover. over the same period, US equity market
capitalization increased from 72% of GDP to 107% of GDP. The Japanese market has not
performed as strongly as markets in some of the other matn industrial countries. Japan's
Nikkei 225 index declined 2.5% in 1996. (See International Monetary Fund {IMF),
International Capital Markets — Figures on Stock Market Indices. 1990-May 1997

http://www.mf.org/)

Markets 1n ten European countries ended 1996 at ali-time highs. Some of the momentum
in European equity markets has been attributed to improved prospects for the cxport
sectors in these economies that is associated with the depreciation of most cortinental
European currencies against the dollar. Also favorable has been the trend toward iow
interest rates, which have an important impact on the discounted valuc of future corporate
earnings. (See IMF. International Capital Markets: Figures on Stock Market Indices.

1990-May 1997)

Emerging markets

Market capitalizavon and listed companics
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In 1996, over 60 developing countries had stock markets, compared with hall” of that
number m 1985. Their capitalization increased more than tenfold over the peried 1983
1995, from $171 billion to $1.9 trillion. Liquidity has increased even fasier - wurnover
rose from 26% to 83% 61' emerging market capitaiization between 1985 and 1994,
Meanwhile, the number of domestic companies histed on emerging market exchanges
more than doubled, frorﬁ 8,816 i 1985 to 19,397 in 1993, (Internationa! Fmance

Corporation {IFC), investment Funds in Emerging Markets, 1926

The net increase 1n the market capitalization of emerging stock markets in 1996 — up 6%
over the end of 1995 — was generally in line with the increase in listings, new issues by
already-hsted companies, and share price increases registered during the year. Despite the
net increase in new listings over 1995 figures, tewer companies are estimated to have
raised capital via stock offerings in 1996 than in 1995 (2.385 vs. 2.700). and the
estimated aggregate amount of capital raised fell to S35.8 billion from its 1995 level of
§43.8 billion. This dechine is due almost entirely to decreases tn new issue activity in

Korea and India during 1996. (IFC, kev Trends in Emereiay Stock Markets)

The number of companies histed in the 27 constituent mmarkets of the 1FC Globat (IFCG)
Composite Index rose 7.5%. due largely o a dramatic increase of listings in the People's
Republic of China (up 67% in 19906, i0 540 companics) and in Maijavsia (up 17%. 10 621

firms). Some markets saw a decline in the number of listed compantes. and tyvpicaliy
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good reasons. The Czech Republic. Egypt and Peru arc among the countries that de-listed
shares of companies that had not traded for years or that did not comply with listing
requirements. The trend towards overal! increases in the number of listings is also
iilustrated by the small gains in Korea (5% more listings) and Thailand (9% morc) -

despite the generally poor market conditions these countries experienced throughout

1996.
Returns on stocks

The trading of shares within emerging markets rebounded strongly in 1996, up 49% 1n
value terms from 1995 to almost $1.5 trillion. Though this is still below the 1994 record

of $1.6 tnllion in "home market" trading, it is remarkable for a number of reasons.

The IFC Investabte (IFCI) Composite Index, consisting of 1.224 stocks in 26 markets. is
the broadest index available. It is designed to measure returns on cmerging-market stocks
that are legally and practically open to forcign portfolio investment, and is a widely used
benchmark for international portfolio management purposcs. The IFCI Composite gained

6.7% 1n 1996.

On a regional basis, the largest gain was in Latin America — the IFCI Latin America
Index rose 14% in 1996. This was followed by an 8.9% gain in the IFCI Asia Index, and

a loss of about 5.2% in the IFCI Europe/Mideast/Africa Index.

Whiie share price performance in most emerging markets was positive, individual
performance among emerging markets in 1996 was as diverse as the markets themselves.
As in many vears past, emerging markets could be found both ai the top and bentom of

the hst of werld stock market performance.

For instance, emerging markets swept the top 15 spots {or annual performance measured
in doliar terms, from a list of 76 worid stock markes. Among developed markets. only
Spain and Sweden made the top 20 on this list. which included 54 marke's from
developing countries and 22 from developed countries. The top five performers for 1906

were Bangladesh (ap 196%). Russia (156%). Venezuels f132%). Hungary (93%% and
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China {89%;). It is noteworthy that manyv of the largest gains came from smaller. less-
known emerging markets not contained in any composite indexes, although the relatively

large Taiwanese market took the 18th spot on the hist, with a 36% mcrease.

The worst performers were also concentrated in emerging markets. A total of 21 world
equity markets dropped in price in 1996, of which 19 were emerging markets. The market
in Bulgana was nearly wiped out, as stock prices continued to post losscs in dollar terms
after trading was suspended beginning in September in light of a radical currency
devaluation. As a consequence, the [FCG Bulgaria Index lost nearly 83% over the course
of 1996, making it the world's worst performing stock market in 1996. Large emerging
markets such as Korea, Thailand, and South Africa also suffered heavy losses. with their
IFCH indexes falling 39%, 38%, and 19% for the year respectively, in rcaction 1o

domestic economic problems.
Mutual funds
Definitions

A mutual fund is an open-end investment company that pools money from sharehoiders
and invests in a diversified portfolio of securities. Unlike closed-end funds, which issue a
fixed pumber of shares, open-end mutual funds are obliged to redeem shares at the
request of the sharcholder. When a shareholder redeems shares. he or she receives their
net asset value, which equals the value of the fund’s net asseis divided by the nurmber of
shares outstanding. An investment manager determines the composition of the fund's

mvestment porttolio in accordance with the fund’s return objectives and risk criteria.

There are three basic types of mutual tunds: stock (or equity) funds, bond and :ncome
funds. and morney market funds. Money market funds are referred to as short-term funds.
because they invest in securities that generally mature in about one year or less. Stock

funds and bond and income funds, on the other hand, are known as long-term funds.

An investor in a mutual fund is a shareholder. buving sharcs of the fund. Each share

represents proportionate ownership in the fund’s underlving sceurities. The securiies arc



selected by a professional investment adviser to meet a specified financial geal, such as
growth or income. The lnvestment Company Insiitute classifies mutual funds into 21

broad categories, according to their basic investment objective (See the categories).

History of mutual funds

Mutual funds have been on the financial landscape for longer than most investors realize.
In fact, the industry traces its roots back to 19th-century Europe, in particular to Great
Britain. The Foreign and Colonial Government Trust, formed in London in 1868,
resembled a mutual fund. It promised the “investor of modest means the same advantages
as the large capitahist... by spreading the investment over a number of different stocks.”
Most of the early British investment companies and their American counterparts
resembled today’s closed-end funds. They sold a fixed number of shares, the price of
which was determined by supply and demand. (As a source for this section, sce:

Investment Company Institute (ICY). Mutual Funds Fact Book 1997)

Crowth of U.5, mutval fund net asrets,
1970-1995
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The first modem mutual fund was the Massachusetts Investors Trust. which was
introduced in March 1924 and began with a modest portfolio of 45 stocks and $50.000 in
asscts. This was the first sc-called open-end mutual fund. It introduced concepts that
would revelutionize investment companies and invesiing: a continuous offering of new
shares and redeemable shares that could be sold anvtime based on the current value of the

fund’s asseis
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The early mutuat fund industry was, however, overtaken by events — namely, the 1929
stock market crash and the Great Depression. Mutual funds began to grow 1n popularity
in the 1940s and 1950s. In 1940, there were fewer than R0 funds in United States, with
total assets of $500 million. Twenty years later, there were 160 funds and $17 b:llion in
assets. However, truly significant amounts of money did not start flowing into the funds

unti}l the mid-1980s.

The complexion and size of the mutual fund industry dramatically changed as new
products and services were added. The first international stock mutual fund was
introduced in 194(: today there are scores of international and global stock and bond
funds. Before the 1970s, most mutual funds were stock funds, with a few balanced funds
that included bonds in their portfolios. By 1972, there were 46 bond and income unds in

United States, and another 20 years later, there were 1629,

Innovations in investment and retirement vehicles have also swept the indusury. In 1971,
the first money market mutual funds were established. which offered cheque-writing
capability and higher interest rates than bank savings accounts. The mutual fund :ndustry
also began to introduce even more diverse stock. bond, and money market funds. Today’s
mutual funds run the gamut — from aggressive growth funds, to global bond funds. to
single-state tax-exempt moneyv market funds, to "niche” funds that may specialize i one

segment of the secuniies market.

Global deveiopments

The number of mutual funds worldwide has grown rapidly in the 1590s. and mutuaal fund
assets have increased even more rapidly. At the end of 1996, there were 34,552 mutual
tunds. with $6.40G4 bilhon in assets. The number of funds decreased somewhat in the first
half of 1997, but the value of total assets increased. At the end of June 1997, the number
of funds was 33.431 and the value of their asseis was $6.696 billion. (ICE Mutcal Fund

Fact Book 1997 and Imernational Mutual Funds Survey)
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Most of the mutual funds are based in the United States, Japan and France. (See ICT 1able
on the number of open-end investment companies, 1991-1996)

The distribution of fund assets is even more uneven. More than half of the worldwide
total in mutual fund assets belongs to US mutual funds, even though only one-sixth of the
total number of funds are based there. Large size is typical of US funds. To illustrate.
United States mutual fund assets increased from $2.8 trillion in 1995 to $3.5 trillien in
1996, while totai Japanese mutual fund assets decrcased from $470 billion to $420
billion. (Sce ICI table on the assets of open-end investment companies, 1991-1996 and

Fortune Magazine's list of United States mutual funds http:/Awww. fortune.com’

See also Fortune Magazine's lists on top funds in each fund category: aggressive growth
funds, balanced funds, convertible bond funds, corporate high vield funds, corporate
general funds. equity income funds, global/world stock funds. government gencrz] funds,
government mortage funds, government Treasury funds, crowth funds, growth and
income funds, international stock furds, municipal nationat funds. small company funds,
world funds (http://www fortune.com/)

The United States mutuai fund assets increased from $2,820 billion in 1995 to $3.339
billion in 1996, whereas the Japanese mutual fund assets decreased from $470 billion to
$420 billion. Of the total S3.5 wrillion invested in US mutual funds. $1.75 trillion was
mvested in stock funds, $886 bilion in bond and income tunds, and $90] billior in
money market funds.

An increasing proportion of US mutual fund assets is being invested outside the United
States. There are at least three types of mutual funds that may invest abroad: international
mutual funds, global mutual funds and emerging market mutual funds (Sce tvpes of
mutual funds) At the end of 1996, the assets of international and global equity and bond
funds were $321 billion, up fiom $230 billion at year-end 1995, In 1986. assets of LS
international and global muiual funds were Just $16 billion. (ICE Mutual Fund Fact Book
1997.) Securities 1n emerging markets are becoming an increasingly popular option for
mutual fund investors. The following are considered emerging markets: all countries in
Latin America and the Caribbean: all markets in Asia except Australia. Hong Kong,

Japan. New Zealand, and Singapore; all countries in Africa and the Middic East exerpl
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Israel; all former Eastern Bloc countries, Russia and the Commonwealth of Independent

States; and Greece, Portugal and Turkeyv.

International and giobal US mutual funds invested about 10% of their assets in emerging
markets as of mid-vear 1996 (IC1, Mutual Fund Fact Book 1997). According to the IFC.
in 1995 over $100 billion was being managed in about one thousand international
emerging market funds (IFC, Investment Funds in Emerging Markets, 1996). In February
1996, assets of US emerging-market equity funds amounted to $235 billion. However. the
preportion of emerging market funds in total mutual fund assets 1s still quite modest.
(ICI, United States Emerging Market Funds: Hot Money or Stable Source ot Investment

Capitaly

For the period Jamuary 1991 through February 1996. net flows of new cash from
shareholders to emerging market equity funds accounted for much of the asset growth of
these funds. Virtually all asset growth for this five-vear period came from net inflows
into these funds, rather than from asset appreciation — even though the total return on
emerging market funds was a healthy 16% per annum. At times, new cash flows 10 these
funds ran counter to movemeuts in share prices in the markets concerned. and thus helped
to maintain the level of investment in these funds while offering stability 1o these
markets. (ICI. United States Emerging Market Funds: Hot Money or Stable Source of

Investment Capital )

Mutual funds compared to other financial institutions

1986 1995
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Assets of mutual funds have Total assets of major United States financial intermediaries,

1986, 1995

grown much more rapidly than the assets of commercial banks or thrift inst:tutions.
While in 1986 the share of mutual funds in total assets of major United States financial
intermediaries was only 9%, by 1993 it had reached 16%. Besides mutual tunds. pension

plans and insurance companies have also increased their share.

At the end of 1996, the United States had 6,293 mutual funds with combined assets of
$3.54 trillion. Mutual funds were second to commercial banks 1n asset size. At the end of
the fourth quarter of 1996, the latest period for which figures are available [rom the

Federal Reserve Board, the assets of commercial banks totaled $4.71 trillion.

Assets of other major financial institutions in the same period include: private pension
funds at $3.03 wnltion; life insurance companies at $2.24 trillion: state ard local
government pension plans, $1.74 trillien; and savings institutions at $1.04 trillion. (ICL,

Assets of United States mutua} funds and other financial institutions)

As large as the recent flows have been, mutual funds stitl hold relatively smail portions of
the markets in which they invest. At the end of 1995, thev held 16% of the capitalization
of the municipal bond market, 12% of the corporate equity market, 7% of the corporate
and toreign bond market, and 5% of the United States Treasury and agency sccurities
market. (FRBNY, Economic Policy Review, July 1997.)

Mutual fund ownership

Composition of U.5. muiual fund ownership, ;
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In the United States, households own the majority of the mutual fund industry’s $3.54
trillion in assets. As of é’ear—end 1996, they held $2.63 trillion of mutual fund assets,
while fiduciaries — banks and individuals serving as trustees, guardians, or adminsstrators
— and other institutional investors held the remaining $913 bilion.

In 1996, United States households purchased a net $543 biilion in financial assets.
including mutual funds; this was up 8.7%, from $499.6 billion in 1995. The 1ncrease in
net purchases of financial assets was partly financed through higher houschold savings,
which rose 8.3% to $274.0 billion. In addition, a pickup in household borrowing in 1996
indirectly hetped finance the increase in household purchases of financial assets
Households have Major United States household financial assets. 1986, 1995

directed a significantly higher proportion of their financial assets to securities in recent
years. The share of deposits has decreased correspondingly. In 1986, 31% of assets were
placed directly in corporate equities and other securities, or in mutual funds. By 1993,
this share had risen to 43%. The proportion of mutual fund shares in total asscts,

meanwhile, rose from 4% to 7%. This upward trend continued in 1996.

Mutual funds are the investment vehicte of choice for many individual retirement plans.
Consequently, the retirement market plays an mcreasingly important role in fund industry
growth. At vear-end 1995, an estimated 35.7% of muiual fund assets. or about $1 triltion,
was held bv retirement plans. This was up from 33% or 8716 billion in 1994, and 25% or
S41t billien 1n 1992, In 1996. inflows to long-term funds from private pension plans

doubled. especially from deftned-contribution plans.

Research of the Investment Company Institute conducied in 1995 found that the average

mutual fund mvestor is of the middle (lass. is 44 vears old. has linancial assets of



$50,000, and is likely to be married and employed. The typical metal fund investor
purchased his or her first fund shares in 1990 or earlier (68%). Among these seasoned
fund investors, 57% also own individual stocks., and 75% have Individual Retirement

Accounts.

Fund investors have jong-term goals. Retirement is cited by 84% as one of their
investment goals, and 26% cite saving for their children’s or grandchildren’s college
education. The tvpical mutual fund investor has assets in more than one type of {fund. For
instance, investors in equity mutual funds typically hold three different funds, and more

than half also hold bond and income funds.

Reasons for the popularity of funds

The growth in mutual fund assets worldwide is part of the overall growth in both the size
and maturitv of many foreign capital markets. There are several reasons why this growth
has occurred. First, the securities markets of many developed countries have benefited in
recent vears from favourable economic conditions. For example, Canada and Western
Europe have experienced low interest and inflation rates, which have enbanced the
attractiveness of their capital markets for investors worldwide. (As a source for this

section, see: ICI, Mutual Fund Fact Book 1997.)

Securities markets in some emerging markets have prospered because of new mvestment
opportunities arising from economic reform, privatization, lowered trade barriers. and
rapid economic growth. For example, the emerging markets of Malaysia. Mexico.

"Taiwan, China". and Korea are now among the 135 largest equity markets in the world.

At the same time, demand for capital has risen — especially in emerging markets. For
mutval funds. emerging markets mean possibilities to diversify risks and benefit from
higher returns. Domestic firms benefit from funds through improved access 1o cquity
capital, and in the case of venture capital funds. through management imput (strategic and

financial planning, marketing, etc.}. The mfusion of foreign capital into local equiiies
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markets has improved liquidity and raised price-to-carnings ratios, thus reducing the cost

to firms of issuing new capital.

Among investors, mutual funds are popular because throughout the world they share
many of the same basic needs and goals — a comlfortable retirement, higher education for
their children, and improved family living standards. Investors arc turning to mutual
tunds for diversification and as a way to participate in growing securities markets.
Professionally managed funds are a viable altemative for investing directly in securities.

In addition, as many countries begin to face the prospect of aging populations, they are

considering the need for increased private savings to meet retirement needs.

Countries such as Chile have enacted new pension systems that place greater emphasis on
the role of private investment in retirement savings. Mutual funds are often used as

funding vehicles for such systems.

STOCK MARKET IN INDIA — AN OVERVIEW

The Indian regulatory and supervisory framework of securities market has been
adequately strengthened through the legislative and administrative measures tn the recent
past. The regulatory framework for securities market is consistent with the besi
international benchmarks, such as, standards prescribed by Imternational Organization of

Securities Commissions (10SCQO).

Extensive Capital Market Reforms were undertaken during the 1990s encompassing
Jegislative regulatory and institutional reforms. Statutory markcet regulator. which was
created in 1992, was suitably empowered to regulate the collective investment schemes
and plantation schemes threugh an amendment in 1999, Further. the organization
strengthening of SEBI and suitable empowerment through compliance and enforcement
powers including search and seizure powers were given through an amendment i1 SEBI
Actin 2002, Although dematerialization started in 1997 after the legal foundations for
clectronic beok keeping were provided and depositories created the regulator mandated

gradually that trading in most of the stocks take place onhv in dematerialized form.
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Till 2001 India was the only sophisticated market having account pertod seitlement
alongside the derivatives products. From middle of 2001 uniform rolling settlement and
same settlement cyvcles were prescribed creating a true spot market. After the legal
framework for derivatives trading was provided by the amendment of SCRA in 1999
derivatives trading started in a gradual manner with stock index futures in Jure 2000.
Later on options and single stock futures were introduced in 2000-2001 and now India s
derivatives market turnover is more than the cash market and India is one of the Jargest

single stock futures markets in the world

India ’s risk managemenrt systems have always been very modemn and effective. The VaR
based margining system was introduced in mid 2001 and the risk management systems
have withstood huge volatility experienced in May 2003 and May 2004. This included
real time exposure monitoring, disablement of broker terminals, VaR based margining
etc.

India is one of the few countries to have started the screen based trading of government
securities in January 2003.In June 2003 the interest rate futures contracts on the screen

based trading platform were introduced.

India is one of the few countries to have started the Stratght Through Processing (STP),
which will completelv automate the process of order flow and clearing and settlement on
the stock exchanges. RBI has introduced the Real Time Gross Settlement system (RTGS)
in 2004 on experimental basis. RTGS will allow real delivery vis. payment, which is the
international norm, recognized bv BIS and IOSCO. To improve the governance
mechanism of stock exchanges by mandating demutualisation and corporatisation of
stock exchanges and to protect the interest of investors m securities market the Securitics
Laws (Amendment) Qrdinance was promulgated on 12" October 2004. A Bill has since

replaced the Ordinance.
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Negotiated Dealing System —Electronic Order Maiching (ND5-OM) Launched

On August 1, 2005, RBI launched the electronic order matching system for trading in
government securities on its Negotiated Trading System. In the first phase, RBl-regulated
entities, banks and primary dealers were allowed to trade on the system. The sysiem was
exiended to all insurance entities In January.2006. The Unien Budget. 2006-07
announced the extension of the NDS-OM module to qualified mutual {unds (MFs).
provident funds and pension funds. Accordingly, the RBL in its Credit Policy Statement

announced on 18™ Apri, 2006 has proposed :

= to permit MFs, which are NDS members, to access the NDS-OM modulc with
immediate effect. Other MFs would be permitted access by opening temporary

current/SGL accounts with the Reserve RBank.

» o permit large pension/provident funds hke CBOT/Seamens’/Coal Miners™ funds
10 access the NDS-OM module by opening temporary current/SGL accounts with
the Reserve Bank. The smaller funds would be allowed access through the CSGL

route.

These arrangements are being made on a temporary basis to enable immediaie access to
new participants to the NDS-OM module. Meanwhile, software 1s being developed to
shift all entties. other than banks and PDs. which access NDS-OM from current accounts

with the Reserve Bank to such accounts with commercial banks.
Mumbai as a Centre for International Finance

In his Budget speech the Finance Minster has made the announccment in para 90
regarding appointmeat of a high powered Expert Committee to advise the Government on
how to make Mumbai a regional financial center. This Committee has been constituted in
November 2005 under the Chatrmanship of Shri Percy S. Mistry. Chairman. Oxford

International Group.



Corporate Bond Markets

A High Level Expert Committee on Corporate Bonds and Securitisation was constituted.
under the Chairmanship of Dr. R.H.Patil, following an announcement in the Budget
2005-06, tc look in to legal, regulatory, tax and market design issues in the development
of the corporate bond market. The Commaittee submitted its report to the Government on
27 December, 2005. The recommendations of the Commitice included enhancing the
1ssuer as well as investor base, simplification of listing and disclosure norms.
rationalisation of stamp duty and withholding tax. consolidation of debt. improving
trading systems through introduction of an electronic ‘order matching system, cfficient
clearing and settlement systems, a comprehensive reporting mechamism, devcloping

market conventions and self-regulation and devetopment of the sccuritised debt market.

As announced by the FM in his Budget speech 2006-07, stcps shall now take steps to
create a single, unified exchange-traded market for corporate bonds. In this context, in so
far as actions by the Reserve Bank are concerned, the RBI has proposed the constitution
of a Working Group to examine the relevant recommendations and suggest a roaamap for

implementation.
When issued market for Government Securities

“When 1ssued” trading implies trading in a futures market where positions may oe taken
and covered before the actual settlement date. Such trading takes place between the time

a new lissue 1s announced and a time it is actually issued.

The REL in 11s Credit Pohicy Statement announced on 18" April, 2006 has pronosed to
introduce a “when issued” {(WI) market in Government sceuritics in order t¢ turther
strengthen the debt management framework Guidelines covering permissible categories
of secunties and participants, surveillance svstem. himits on positions. internal control
and reporting requirements have been prepared n consultation with market participants

and are being 1ssued separately by the RBL



Anﬁ-Mbney Laundering Guidelines

SEBI has put in place Anti-Money Laundering Guidelines in January, 2006. The
Guidelines set out the steps that a registered intermediary and any of its representatives,
should implement to discourage and identify any money laundering or terrorist financing
activities. These guidelines are meant for use primarily by intermediaries registered with
SEB} under the SEBI Act, 1992. The Guidelines have taken into account the
requirements of the Prevention of the Money Laundering Act. 2002 as applicable to the

SEBI registered entitics.

Introduction of Gold Exchange Traded Fund schemes by Mutual Fund

SEB1 has, vide notification dated 124 Tanuary, 2006, allowed MFs to float Gold
Exchange Traded Fund schemes which have been are permitted to invest primarily in
Gold and Gold related instruments, which have been defined as such instruments having

oold as underlving, as are specified by SEBI from time to time.

Pension Reforms

On 23™ August 2003, Government decided to introduce a new restructured defined
contribution pension system for new entrants to Central Government service, except to
Armed Forces, in the first stage, replacing the existing defined benefit system. A press
release describing the main features of the New Pension System (NPS) was issuea on 27*
August 2003 . Subsequently, the NPS was operationalised from 1% January 2004 through

a notification dated 22™ December 2003 .

An interim PFRDA was constituted through a Governiment resclution dated 10" October
2003 as a precursor to a statutory regulator and became operational from Japuary
2004. A press release o this effect was issued on I™ January 2004. A Chairperson and
twe whole-time members were appointed who. however. subsequently resigned. Shri D.
Swarup has since been appointed as Chairman PFRDA for a term ol 3 vears or unul the
age of 65 or until further orders, whichever is carlier. He assumed charge on 1™ April

2005.
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Till the architecture is fully in place, the Central Pension Accounting Office (CPAO)
under the Controlier General of Accounts, Department of Expenditure 1s acting as the
interim Central Record keeping Agency {(CRA}. Contributions are currently being
credited into the public account earning a return equal to the GPF rate.

In line with an announcement made in Budget 2004-05, the Pension Fund Regulatory and
Development Authority Ordinance, 2004 to provide a regulatory framework for the
pension sector under the Pension Fund Regulatory and Development Authority was
promulgated on 29" December 2004. The Ordinance lapsed in April 2005.

A Bill replacing the Ordinance was introduced on 21% March 2005 and was referred 1o
the Standing Committee on Finance. The Committee presented their report in Parliament
on 26 July 2005. The recommendations of the Committee have been examined and a
proposal for amending the PFRDA Bill, 2005, based on the recommendations of the

Committee 1s under the Government’s consideration.

The Bill proposes that the main mandate of PFRDA is 1o regulate the NPS, as amended
from time to time by the Central Government. Pension schemes already covered under
the Employees” Provident Fund & Miscellaneous Provisions Act, 1952 and other
enactments would be specifically excluded from the architecture of the NPS including the
Central Record keeping Agency (CRA) and pension funds. Further, the Bill provides that
PFRDA will frame investment guidelines for pension funds. There are provisions
empowering PFRDA to impose stringent penalties for any violation of the lTaw and 1o
create a special fund, to be used for educating and protecting the interests of subscribers

to schemes of pension funds.

The New Pension System (NPS} was introduced for newly recruited Central Government
employees with effect from 1™ fanuary 2004. Already over 100,000 employces have
Joined the system. 17 State Governmenis have notified defined contribution pension

svstems based on the NPS.



STOCK EXCHANGES IN INDIA :
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North Zone East Zone West Zone South Zone
Kanpur Bhubaneswar Ahmedabad Bangalore
Ludhiana Calcutta Baroda Chennai(Madras)
Gauhati Indore Cochin
New Delhi Patna Mumbai Coimbatore
Jaipur Pune Hyderabad
Rajkot Mangalorc
Interconnected
National Stock Exchange
OTC Exchange of India

NATIONAL STOCK EXCHANGE

Ly

The National Stock Exchange (NSE) is India's leading stock exchange covering various
cities and towns across the couniry. NSE was set up by leading institutions to provide a
modern, fuliy automated screen-based trading svstem with national reach. The Exchange
has brought about unparalleled transparency. speed & efficiency. safety and market
integrity. It has set up facilities that serve as a model for the securities industry in terms

of systems, practices and procedures.

NSE has played a catalytic role in reforming the Indian securitics market in terms of
microstructure, market practices and wrading volumes. The market today uses state-of-art
information technology to provide an efficient and transparent trading, clearing and
settlement mechanism, and has witnessed several innovations in products & scrvices viz.
demutualisation of stock exchange governance. screen based trading. compression of
seitlement cyvcles. dematerialisation and electronic transfor of securities. securities
lending and borrowing, professionalisation of trading members. fine-tuncd risk
management systems, emeigence of clearing corporations to assume counterparty risks,

market of debt and derivative instruments and intensive use of information technoloyv.



BOMBAY STOCK EXCHANGE

Bombay Stock Exchange Limited is the oldest stock exchange in Asia with a rich
heritage. Poputarly known as "BSE". it was established as "The Native Share & Stock
Brokers Association” in 1875. It is the first stock exchange in the country to obtain
permanent recognition in 1956 from the Government of India under the Securities
Contracts (Regulation) Act. 1956.The Exchange's pivotal and pre-eminent role 1n the
development of the Indian capital market is widely recognized and its index, SENSEX. 15
tracked worldwide. Earlier an Association of Persons (AQP), the Exchange is now a
demutualised and corporatised entity incorporated under the provisions of the Companies
Act, 1956, pursuant to the BSE(Corporatisation and Demutualisation) Scheme, 2005
notified by the Securities and Exchange Board of India (SEBI).

With demutualisation, the trading rights and ownership rights have been de-linked
effectively addressing concerns regarding perceived and real conflicts of interest. The
Exchange is professionally managed under the overall direction of the Board of
Directors.The Board comprises eminent prolessionals. representatives ol Trading
Members and the Managing Director of the Exchange. The Board 1s inclusive and is

designed to benefit from theparticipation of market intermediaries.

in terms of organisation structure, the Board formulates larger policy 1ssues and excrcises
over-all control. The committees constituted by the Board are broad»based.Thc day-1lo-
dayoperations of the FExchange are managed by the Managing Director and a
management team of professionals.The Exchange has a nation-wide reach with a
presence in 417 cities and towns of India. The systems and processcs of the Exchange are
designed to safeguard market integrity and enhance transparency in operations. During

the year 2004-2003, the trading volumes on the Exchange showed robust growth.

The Exchange provides an efficient and transparent market for trading in equily. debt
instruments and derivatives. The BSE's On Line Trading System (BOLT) 1s a propriciory
system of the Exchange and is BS 7799-2-2002 certified. The surveiliance and clearing &

sctitement functions of the Exchange are 1SC 9021:2000 certified.



KARVY, is a premier integrated financial services provider, and ranked ameng the top
five in the country in all its business segments, services over 16 million individual
investors in various capacities. and provides investor services to over 300 corporates,
comprising the who is who of Corporate India. KARVY covers the entire spectrum of
financial services such as Stock broking. Depository Participants, Distribution of
financial products - mutual funds, bonds, fixed deposit, equities. Insurance 3roking,
Commodities Broking, Personal Finance Advisory Services, Merchant Banking &
Corporate Finance, placement of equity. IPOs, among others. Karvy has a professional
management team and ranks among the best in technology, operations and research of

vanous industrial segments

Thus over the last 20 vears Karvy has traveled the success route, towards building a
reputation as an integrated financial services provider, offering a wide spectrum of
services. And we have made this journev by taking the route of quality servicc. path
breaking innovaticns in service, versatility in service and finally.. totality m scrvice.
Cur highly qualified manpower, cutting-edge technology, comprehensive inlrastructure
and total customer-focus has secured for us the position of an emerging financial services
giant enjoying the confidence and support of an ¢nviable clientele across diverse fields in

the financial world.

Qur values and vision of attaming fotal competence in our servicing has served as the
building block for creating a great tinancial enterprise, which stands solid on our
fortresses of financial strength - our various companies. With the experience of years of
holistic financial servicing behind us and vears of complete expertise in the industry to
loock forward to, we have now emerged as a premier integrated financial scrvices

provider.
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4. ANALYSIS AND INTERPRETATION:
4.A.1 CLOSE ENDED-BALANCED MUTUAL FUNDS

Table No. 4.A.1.1 Comparative statement on the performance of Close ended Balanced mutual
funds with respect to Risk and Return

Name of the fund Alpha Beta Mean | S.D Sharpe's | Trevnor's
ABN AMRO dual advantage planA-
seriesl-growth 0.072 0.1056 |9.9333 | 0.0401 | 110.5561 | 41.982
ABN AMRO dual advantage planA- ‘
sertesl-ip-growth 0.079} 0.1043 | 9.938 0.0386 | 114.9741 | 42.5503
ABN AMRO dual advantage planB-

seriesi-div 0.1025 0.3367 | 9.8121 |0.144 299451 | 12.8069
ABN AMRO dual advantage planB-

serieslt-growth 0.1025 0.3367 | 9.8121 |0.144 |29.9451 | 12.8069
Franklin templeton capital safety-

Jvrs-div -0.0295 1 0.1725 110.0018 | 0.1025 | 43.9Z 26.0974
Frankhn templeton capital safety-

3yrs-growth -0.0295 1 0.1725 1 10.0018 1 0.1025|43.92  126.0974 |
Franklin templeton capital safety-

Svyrs-div -0.0617 1 0.2159 | 10.0065 1 0.1209 | 37.2746 _?__O§§_’ZS_I___
Franklin templeton capital safety-
Syrs-growth -0.0617 |0.2159 | 10.0065 | 0.1209 | 37.2746 1 20.8731
Kotak dynamic asset allocation- |

growth -0.3786 | 1.2208 1 9.8991 | 0.6662 | 6.6023 | 3.6035

Chart No. 4.A.1.1 Beta values of Close ended Balanced mutual funds
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Chart No. 4.A.1.2 Standard Deviation values of Close ended Balanced mutual funds
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Chart No. 4.A.1.3 Mean Return of Close ended Balanced mutual funds
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Chart No. 4.A.1.4 Sharpe’s index of Close ended Balanced mutual funds
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Chart No. 4.A.1.5 Trevnor’s index of Close ended Balanced mutual funds
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Table No. 4.A.1.2 Rank Statement of Close ended Balanced Mutual Funds
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Beta Return S.D
Name of the fund rank rank rank E Average
Kotak dynamic asset allocation-growth 1 9 g 6.33
ABN AMRO dual advantage planB-series1-div 2 7 7 533
ABN AMRO dual advantage planB-series1-growth 2 7 7 5.33
Franklin templeton capital safetv-Syrs-div 4 I 5 3.33
Franklin templeton capital safety-5yrs-growth 4 I 5 3.33
- Franklin templeton capital safety-3yrs-div 6 3 3 4
Frankhn templeton capital safety-3yrs-growth 6 3 3 4 !
ABN AMRO dual advantage planA-seriesl-growth 8 6 2 533
ABN AMRO dual advantage planA-seriesl-ip-growth 9 5 } 5 4
Table No. 4.A.1.3 Position Matrix of Close ended Balanced mutual funds
Risk
Low Moderate High
Franklin templeton
capital safety-3vrs- | Franklin templeton capital
High {div&growth) safetv-Syrs-(div&growth} | -———--ommommeme -
ABN AMRO dual
advantage planA- |
series | -tp-growth
ABN  AMRQO  dual: ABN AMRO dual
advantage planA- | advantage planB-seriesl-
Moderate | series]-growth (div&growth) mmmmemmsmoccooesosaen
Return : ‘
3
| i } Kotak dvnamic assct
L Low = | -e-eooooceroorcooo el i ———— | allocation-growth
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INTERPRETATION OF CLOSE ENDED BALANCED MUTUAL FUNDS

Closed Balanced refers to equal investment in the stock market and the debt instruments.

From the tables 4.A.1.2 and 4.A.1.3 it is interpreted that, Kotak Dynamic Asset Allocation has a
return rank of 9 and SD rank of 9 which implies retum is low and risk is high. ABN AMRO Dual
Advantége Plan B Series 1 (Dividend & Growth) has a return rank of 7 and SD rank of 7 which
implies both return and risk are moderate. Franklin Templeton Capital Safety 5 years (Dividend &
Growth Fund) has a return rank of 1 and SD rank of 5 which implies that rcturn is high and risk is
moderate. ABN AMRO Dual Advantage Plan A Series | Growth Fund has a return rank of 6 and
SD rank of 2 which implies the return is moderate and risk is fTow. ABN AMRO Dual Advantage
Plan A Series 1 1P Growth Fund has a return rank of 9 and SD rank of I which implies that return 1s

moderate and risk is low.

INFERENCE:

From the above tables it can be inferred that Franklin templeton capital safety-
Syrs(dividend and growth) funds have an average rank of 3.33 and therefore both the funds are

regarded as the best in close ended balanced mutual fund category.



4.A.2 CLOSE ENDED-DEBT MUTUAL FUNDS

Table No. 4.A.2.1 Comparative statement on the performance of Close ended Debt mutual
funds with respect to Risk and Return

- m

b

Name of the fund Alpha | Beta Mean S.D Sharpe's Treynor's |
ABN AMRO fixed term plan series2- ‘

13month-div 0.1561 | 0.0035 10.6394 | 0.1212 | 42,4043 ;14684 i
ABN AMRO fixed term plan series2- , ‘ ‘,
13month-growth 0.1561 | 0.0035 10.6395 | 0.1211 | 42.4401 | 1468.4286 |
Principal pnb fmp 385 seniesl-div 0.132° | 0.0007 10.6742 | 0.1042 | 49.6564 | 7391.71

Principal pnb fmp 385 series-growth | 0.1315 | 0.0011 | 10.6751 0.104 | 49.7600

4704.6364 .

Principal pnb fmp 385 series!-ip-div 0.132 | 0.0007 10.6741 | 0.1042 | 49.6555 | 7391.5714 |
Principal pnb fmp 385 seriest-ip- ‘

growth 0.132 | 0.0007 10.6741 | 0.1042 | 49.6555 | 7391.5714 ;

Principal pnb fmp 460 series]-div 0.134 | -0.0008 | 10.6692 | 0.1064 | 43.5827 | -6461.5

Principal pnb finp 460 senesl-growth | 0.134 | -0.0008 | 10.6692 | 0.1064 | 48.5827 | -6461.5

TATA fhf series3-planD-div | 0.1437 | 0.00] 10.6606 | 0.1138 | 45.348 51606

TATA fhf series3-planD-growth 10.1437 1 0.001 | 10.6605 | 0.1138 | 45.3471 | 5160.3

Chart No. 4.A.2.1 Beta values of Close ended Debt mutual funds
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Chart No. 4.A.1.2 Standard Deviation values of Close ended Debt mutual funds
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Chart No. 4.A.2.4 Sharpe’s index of Close ended Debt mutual funds
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Table No. 4.A.2.2 Rank Statement of Close ended Debt mutual funds
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Beta Return | S.D ;
Name of the fund Rank Rank Rank Average |
ABN AMRO fixed term plan series2- i 3month-div 1 10 9 6.67
]
ABN AMRO fixed term plan series2-13month-growth 1 ‘ 9 9 6.33
Principal pnb fmp 385 series1-growth 3 1 l 1.67
TATA fhf series3-planD-div 4 7 7 6
TATA fhf series3-planD-growth 4 8 7 633
Principal pnb fmp 385 series]-div 6 2 2 333
Principal pnb fmp 385 seriest-ip-div 6 3 2 367
Principal pnb fmp 385 series1-ip-growth 6 3 2 3.67
Principal pnb fmp 460 series1-div 9 5 5 6.33
Principal pnb fmp 460 seriesl-growth 9 5 5 L 6.33
Table No. 4.A.2.3 Position Matrix of Close ended Debt mutual funds
Risk -
Low Moderate High - -
Principal pnb fmp 385
| series-ip-growth
| Principal pnb fmp 385
' sertes}-1p-div
| Principal pnb fmp 385
| seriesl-div
| Pnincipal pnb  fmp 385
High iserresl-growth | e
‘ Principal pnb fmp 460
Return seriest-growth
Principal pnb fmp 460
series -div
; TATA  fhf  series3-
Moderate | ------o--ooceeeme oo planD-div e
| ABN AMRO fixed term
| plan  scries2-13month- ;
: orowth
ABN AMRO fixed term
TATA  fhf  senies3- | plan  series2-13month-
Low e planD-growth div_




INTERPRETATION OF CLOSE ENDED DEBT MUTUAL FUNDS:

Closed Debt refers to maximum investment in debt mstruments and partial investment in the stock

market.

From the above tables 4.A.2.2 and 4.A.2.3 1t is interpreted that, ABN AMRO Fixed Term Plan
Series 2 - 13 month Dividend Fund has a return rank of 10 and SD rank of 9 which implies the return
is low and risk is high. TATA fhf Series 3 Plan D Dividend Fund has a return rank of 7 and SD rank
of 7 which implies both return & risk are moderate. Principle PNB fmp Series 1 — IP (Dividend &
Growth) fund has a return rank of 3 and SD rank of 2 which implies that return is high and risk is
low. TATA thf Series 3 Plan D Growth Fund has a return rank of 8 and SD rank of 7 which implies
that return is low and risk is moderate. Principal PNB fmp 460 Series | (Dividend & Growth) fund

has a return rank of 5 and SD rank of 5 which implies that both return and risk are moderate.

INFERENCE:

From the above tables it can be inferred that Principal pnb fmp 385 seriesl-growth
fund has an average rank of 1.67 and therefore it can be regarded as the best in close ended debt

mutual fund category.



4.A.3 CLOSE ENDED-EQUITY MUTUAL FUNDS

Table No. 4.A.3.1 Comparative statement on the performance of Close ended Equity mutual
funds with respect to Risk and Return

Name of the fund Alpha Beta Mean S.D Sharpe's | Treynor's ,
Birla tax plan 98 -0.1596 | 0.7407 | 197.8323 | 7.1445 | 26.9203 | 259.6629
BOB equity linked saving scheme 97 | -0.0801 | 0.4136 | 47.084 1.837 |22.6369 t 100.5416
Frankhn India taxshield 97 -0.041 0.7893 i 118.9449 1 4.1302 | 27.4672 | 143.7283
Franklin India taxshield 98 0.1405 ! 0.8388 119.3973 | 4.7291 | 24.0844 | 135.786
Frankiin India taxshield 99 0.1736 | 0.8447 | 71.4202 | 3.6372 | 18.1239 | 78.0398
HDFC long term equity-div -0.1518 | 0.8263 | 11.2971 | 0.4287 | 13.5225 | 7.0157
HDFC long term equity-growth -0.1518 | 0.8263 | 11.297 0.4287 | 13.5223 | 7.0156
Morgan Stanley growth (.14 0.9446 | 495003 | 1.994 | 22.0663 ! 46.5809
Sundaram bnp paribas taxsaver 97 -0.2237 1 0.9252 ‘ 355421 | 1.5558 | 19.3097 | 32.4709
Sundaram bnp paribas taxsaver 98 -0.055 0.9173 . 67.8297 |2.9421 | 21.1854 | 67.9491 i
Chart No. 4.A.3.1 Beta values of Close ended Equity mutual funds
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Chart No. 4.A.3.2 Standard Deviation values of Close ended Equity mutual funds
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Chart No. 4.A.3.4 Sharpe’s index of Close ended Equity mutual funds
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Chart No. 4.A.3.5 Treynor’s index of Close ended Equity mutual funds
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Table No. 4.A.3.2 Rank Statement of Close ended Equity mutual funds

i

Name of the fund Beta Rank | ReturnRank | S.D Rank | Average
Morgan stanley growth 1 6 5 4
Sundaram bnp paribas taxsaver 97 2 8 3 4.33
Sundaram bnp paribas taxsaver 98 3 3 G 4.67 |
Franklin india taxshield 99 4 4 7 5
Franklin india taxshield 98 5 2 9 533 |
i
HDFC long term equity-div 6 9 I 533
HDFC long term equity-growth 6 10 1 5.67
Franklin india taxshicld 97 8 3 8 633 |
Birla tax plan 98 9 ] 10 6.67
BOB equity linked saving scheme 97 10 7 4 7
Table No. 4.A.3.3 Position Matrix of Close ended Equity mutual funds
Risk -
Low Moderate High
High Franklin india
taxshicld 98
——————————————————————————————————————————————————————————— Franklin india
-~ -- taxshield 97
Birla tax plan 98 |
Moderate Morgan Stanley growth
Sundaram brp paribas
Return taxsaver 98
—————————————————————————————— Franklin india taxshield | - rmmeeee -
- 99 -
BOB  equuy  linked
saving scheme 97 ' .
Low Sundaram bnp paribas

taxsaver 97

HDFC long term equity-
div

HDFC long term equity-
erowth




INTERPRETATION OF CLOSE ENDED EQUITY MUTUAL FUNDS:

Closed Equity refers to maximum investment in the stock market and partial investment in the debt

mstruments.

From the above tables 4.A.3.2 and 4.A.3.3 it is interpreted that, Sundaram BNP Paribas Taxsaver 97
has a B rank of 2 and return rank of 8 with a SD rank of 3 which implies its return & risk are low.
Sundaram BNP Paribas Taxsaver 98 has a B rank of 3 and return rank of 5 with a SD rank of 6
which implies both its return & risk are moderate. Franklin India Taxshield 99 has a p rank of 4 and
return rank of 4 with a SD rank of 7; which implies its return & risk are moderate. Franklin India
Taxshield 98 has a B rank of 5 and a return rank of 2 with an SD rank of 9: which implies both its
nisk & retum are high. HDFC Longterm Equity (Dividend & Growth) Fund has a fs rank of 6 and
SD rank of 1 with a return rank of 9 & 10 respectively. It indicates that its return & risk are low.
Franklin India Taxshield 97 has a B rank of § and return rank of 3 and SD rank of § which implies
that both its return & risk are high. Birla Taxplan 98 has a p rank of 9 and a return rank of 1 and SD
rank of 10 which implies both its return and risk are high. BOB Equity Linked Savings Scheme 97
has a B rank of 10 and a return rank of 7 with a SD rank of 4 which implies both its rcturn and risk

are moderate.

INFERENCE:

From the above tables it can be seen that Morgan stanley growth fund has an average
rank of 4 and therefore it can be declared the best in close ended cquity mutual fund category during

the analysis period.



4.B.1 OPEN ENDED-BALANCED MUTUAL FUNDS

Table No. 4.B.1.1 Comparative statement on the performance of Open ended Balanced mutual
funds with respect to Risk and Return

Name of the fund Alpha Beta |Mean |SD éhz;rpe's ":l’“réynor's |
Birla sunlife 95-div 0.11 0.651 | 80.2898 | 2.6845 | 27.8599 | 114.8845
Frankiin india balanced-div 0.1507 | 0.6498 | 30.0288 | 1.0932 | 224376 | 37.7482
Franklin india balanced-growth 0.1507 | 0.6504 | 34.7433 | 1.2648 | 23.1209 | 44.962
Franklin templeton india balanced

fund-div 0.1506 | 0.6502 | 22.9121 | 0.8342 | 20.8728 | 28.493
Franklin templeton india balanced

fund-growth 0.1558 106111 |32.1455 | 1.1608 | 22.9544 | 40.9805
HDFC prudence-div -0.6184 | 1.081 |30.5996 | 2.1771 | 11.5289 | 23.2189
HDFC prudence-growth 0.0922 0.5898 | 111.1602 | 43589 | 242201 | 179.1458
Principal child benefit fund-career

builder 0.5123 0.5943 | 54.0304 [3.5012 : 13.861i | 88.3495
Principal child benefit fund-future

guard 0.5117 ]0.5946 | 53.3168 | 3.4528 | 13.8487 | 80.4i84
UTI1 mahila unit scheme 1 0.0534 | 0.1758 | 27.0397 | 0.4163 1 46.522 1224239
Chart No. 4.B.1.1 Beta values of Open ended Balanced mutual funds
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Chart No. 4.B.1.2 Standard Deviation values of Open ended Balanced mutual funds
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Chart No. 4.B.1.4 Sharpe’s index of Open ended Balanced mutual funds
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Table No. 4.B.1.2 Rank Statement of Open ended Balanced mutual funds

[onY
I

Beta Return S.D 3
Name of the fund Rank Rank Rank | Average |
HDFC prudence-div i 7 6 467
Birta sunlife 95-div 2 i 2 7 L 3.67
Franklin india balanced-growth 3 5 5 433
Franklin templeton india balanced fund-div 4 10 2 533 =
Franklin india balanced-div 5 8 3 533
i
Franklin templeton india balanced fund-growth 6 6 4 5.33 i
Principal child benefit fund-future guard 7 4 8 6.33 ,
Principal child benefit fund-career builder 8 3 9 6.67
HDFC prudence-growth 9 1 10 6.67
UTI mahila unit scheme 10 9 i I 6.67
Table No. 4.B.1.3 Position Matrix of Open ended Balanced mutual funds
Risk o . 1
Low Moderate [ High |
High Birla sunlife 95-div t Principal child benefit "
i fund-career builder
-------------------------- i HDFC prudence- |
! growth :
Moderate HDFC prudence-div. | Principal child benefit
Return Franklin india balanced- . fund-future guard
--------------------------- growth |
Franklin templeton india |
balanced fund-growth ' :
Low Frankbin templeton T
india balanced fund-
div. e
! Frankhn india
i balanced-div
| UTT  mahila  unit
i scheme é
L. 3'



INTERPRETATION OF OPEN ENDED BALANCED MUTUAL FUNDS:
Open Balanced refers to equal investment in the stock market and the debt instrumenis.

From the above tables 4.B.1.2 and 4.B.1.3 it is interpreted that, HDFC Prudence Dividend Fund has
a retumn rank of 7 and a SD rank of 6 which implies both return and risk are moderate. Franklin
India Balanced Growth Fund has a retun rank of 5 and SD rank of 5 which implies both return and
risk are moderate. Franklin Templeton India Balanced Dividend Fund has a return rank of 10 and
SD rank of 2, which implies return & risk are low. Franklin India Balanced Dividend Fund has a
return rank of 8 and SD rank of 3 which implies retum & risk are low. Franklin Templeton India
Balanced Growth Fund has a return rank of 6 and SD rank of 4 which implies both return & risk are
moderate. Principal Children Benefit Future Guard Fund has a return rank of 4 and SD rank of 8
which implies return 1s moderate and risk is high. Principal Child Benefit Career Buiider Fund has a
return rank of 3 and SD rank of 9 which imphies both return & risk are high. HDFC Prudence
Growth Fund has a return rank of 1 and SD rank of 10 which implies both return & risk are high.
UTI Mahila Unit Scheme Fund has a return rank of 9 and SD rank of | which implics both return &

risk are low.

INFERENCE:

From the above tables it can be inferred that Birla sunlife 95-div fund has an average
rank of 3.67 and therefore it can be regarded as the best in open cnded balanced mutual fund

category.



o4

4.B.2 OPEN ENDED-DEBT MUTUAL FUNDS

Table No. 4.B.2.1 Comparative statement on the performance of Open cnded Debt mutual
funds with respect to Risk and Return

flaxi debt
ABN
AMRO
monthly

DSP merill

lyneh
savings

Sundaram

brp
paribas frf

Templeton
india
children

Name of the fund Alpha | Beta | Mean |[S.D Sharpe's | Treynor's ‘
ABN AMRO flexi debt fund-growth 0.1639 | 0.0171 | 11.3235 | 0.1439 | 40.4691 | 340.5556
ABN AMRO flexi debt fund-quarterly *
div 0.0768 | 0.0051 | 10.1823 | 0.0711 | 65.8551 | 918.098
ABN AMRO monthly income plan- , 3
growth 0.2337 | 0.1773 | 12.7644 | 0.3565 | 20377 | 40.9724
ABN AMRO monthly income plan- ;
quarterly div 0.1406 | 0.1646 | 10.8121 | 0.2127 | 24.9746 | 32.2728
DSP  merill lynch savings plus- }
aggressive-growth 0.1713 | 0.1578 | 13.6257 | 0.2409 | 33.7206 ? 51.4937
Prudential icici income multiplier |
fund-cumulative 0.118 1 0.197 |14.2429 | 0.2449 | 35.6999 | 443802
Sundaram bnp paribas frf long term ip- : ‘ o
growth 08173 0.1407 | 123179 | 10374 | 6.5721 | 48457
Templeton india  children  asset
education plan 0.1602 | 0.1991 | 25.072 | 0.4467 | 43.8146 | 98.3024
Templeton india children asset gift | | L |
plan-div 0.251 | 0.5653 | 30.0712 | 1.0716 | 22.9295 | 43.4658
Templeton india children asset gift N
plan-growth 0.251 | 0.5653 | 30.0712 | 1.0716 | 22.9295 | 43.4658
Chart No. 4.B.2.1 Beta values of Open ended Debt mutual funds
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Chart No. 4.B.2.2 Standard Deviation values of Open ended Debt mutual funds
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Chart No. 4.B.2.4 Sharpe’s index of Open ended Debt mutual funds
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Table No. 4.B.2.2 Rank Statement of Open ended Debt mutual funds

Beta Return S.b
Name of the fund Rank Rank Rank Average
Templetoﬁ india children asset gift plan-div 1 I 9 | 367
Templeton india children asset gift plan-growth 1 | 9 3.67
Templeton india children asset education plan 3 3 7 433
Prudential icici income mutltiplier fund-cumulative 4 4 5 433
ABN AMRO monthly income plan-growth 5 6 5 5.67
ABN AMRO monthly income plan-quarterly div 6 9 3 16
DSP merill lynch savings plus-aggressive-growth 7 5 4 5.33
Sundaram bnp paribas frf long term ip-growth 8 7 8 | 767
ABN AMRO flexi debt fund-growth 9 8 2 6.33
ABN AMRO flexi debt fund-quarterly div 10 10 i 7
Table No. 4.B.2.3 Position Matrix of Open ended Debt mutual funds o B
Risk
Low Moderate ‘High
High Templeton india children | Templeton india
| asset education plan . children asset gift plan-
———————————————————————————— P div
. Templeton india !
- children asset gift plan-
i growth i
Return | Moderate Prudential icici income : Sundaram bnp paribas |
1 multiplier fund- © frf'long term ip-growth |
5 cumulative '
l ---------------------------- | ABN  AMRO monthly
i t income plan-growth
| DSP menl! Iynch savings
I plus-aggressive-growth B L
Low | ABN AMRO monthly
|

imncome plan-quarterly
. div

- ABN AMRO flexi debt |
| fund-growth ‘
i ABN AMRO flexi debt ¢
| fund-quarterly div -




INTERPRETATION OF OPEN ENDED DEBT MUTUAL FUNDS:

Open Debt refers to maximum investment in debt instruments and partial investment in the stock

market.

From the above tables 4. B.2.2 and 4.B.2.3 it is interpreted that, Templeton India Children Assct
Education Plan has a return rank of 3 and SD rank of 7 which implies that 1ts return is high and risk
is moderate. Prudential ICICI Income Multiplier Cumulative Fund has a return rank ot 4 and SD
rank of 5 which implies both its return & risk are moderate. ABN AMRO Monthly Income Plan
Growth Fund has a return rank of 6 and SD rank of 6 which implies both return & risk arc moderate.
ABN AMRO Monthly Income Plan Quarterly Dividend Fund has a retun rank of 9 and SD rank of
3 which implies both return and risk are low. DSP Meriyl Lynch Savings Plus Aggressive Growth
Fund has a retum rank of 5 and SD rank of 4 which implies both return and risk are moderate.
Sundaram BNP Panbas frf Longterm IP Growth Fund has a return rank of 7 and SD rank of 8 which
implies return is moderate and risk is high. ABN AMRO Flexidebt Growth Fund has a return rank
of 8 and SD rank of 2 which implies return and risk arc low. ABN AMRQ Flex:debi Quarterly

Dividend Fund has a return rank of 10 and SD rank of 1 which implies both return & risk are low.

INFERENCE:

From the above tables it can be inferred that Templeton india children asset gift
plan(dividend and growth) funds have an average rank of 3.67 and therefore both the funds arc

regarded as the best in open ended debt mutual fund category.



4.B.3 OPEN ENDED-EQUITY MUTUAL FUNDS

Table No. 4.B.3.1 Comparative statement on the performance of Open ended Equity mutual
funds with respect to Risk and Return

[ Name of the fund

Chart No. 4.B.3.1 Beta values of Open ended Equity mutual funds
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Birla sunlife new
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growth

Alpha | Beta Mean | S.D Shar[ie's Trng/;igr'é ;
UTI growth sector-software-growth | 0.8339 { 1.0019 | 26.6453 | 2.3811 | 8.8805 121.1052
UTI growth sector-software- i |
dividend 04874 109362 [23.095 | 14013 | 125562 | 18.7941
SB1 magnum sector umbrella tech 1.0202 | 0.9596 | 26.3823 | 2.7626 | 7.5589 2171612”
Rehance media and entertainment- !
div 0296 0.7629 | 203581 | 1.3802 | 10.7652 | 19.4788
Prudential icici technology-growth 1.1279 | 1.0433 | 144135 1.7176 | 5.1895 8.5436 |

b
Prudential icici technology-div 1.1279 | 1.0433 | 14.4135 | 1.7176 5.1895 | 8.5436
DSP merill lynch technology.com- :_
growth 1.2552 1 0.982 | 22,7448 | 2.5895 | 6.6595  17.5609
DSP menil lynch technology.com- g :
div 1.2552 * (0.982 22.7448 | 2.5895 | 6.6595 | 17.5609
Birla sunlife new millennium- : '
growth 0.7363  1.0597 | 19.3533 | 1.6929 | 81832 | 13.0729
: |

Birla suniife new millennium-div 0.7363 11.0596 | 16.498 | 1.4429 1 7.622 _[ 10.3794
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Chart No. 4.B.3.4 Sharpe’s index of Open ended Equ
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Table No. 4.B.3.2 Rank Statement of Open ended Equity mutual funds

Return
Name of the fund Beta Rank | Rank S.D Rank | Average
Birla sunlife new millennium-growth 1 7 4 4
Birla sunlife new millennivm-div 2 8 3 4.33
Prudential icici technology-growth 3 9 5 L 5.67
Prudential icici technology-div 3 9 5 5.67
UTI growth sector-software-growth 5 1 7 4.33
DSP merill lynch technology.com-growth 6 4 B 6
DSP menll lynch technology.com-div 6 4 8 6
SBI magnum sector umbrella tech 8 2 1 6.67
UTI growth sector-software-dividend 9 3 2 4.67
Reliance media and entertainment-div 10 6 ! [ | 5.67
Tahle No. 4.8.3.3 Position Matrix of Open ended Equity mutual funds
B e I
Low i Moderate High :
High UTE  growth  sector- : UTI  growth  sector- | SBI  magnum  sector :
software-dividend | software-growth umbrella tech :
o
Moderate | Reliance media | Birla  sunlife  new | DSP menll lynch |
entertainment-div i millennium-growth technologv.com-growth |
Return : = =T
DSP merill tynch :
technology.com-div ‘
Low Birla sunlife new Prudential = QCICE | emmmmeommmem oo em oo ‘
: millenmum-dv technology-growth }
Prudential ICIC
technology-div !




INTERPRETATION OF OPEN ENDED EQUITY MUTUAL FUNDS:

Open Equity refers to maximum investment in the stock market and partial investment in the debt

INStruments.

From the above tables 4.B.3.2 and 4.B.3.3 it is interpreted that, Birla Sunlife New Millennium
Dividend Fund has a Prank of 2 and return rank of 8 with a SD rank of 3 which implies both return
& risk are low. Prudential ICICI Technology (Growth & Dividend ) Fund has a frank of 3 and
return tank of 9 with a SD rank of 5 which implies return is low and risk is moderate. UT! Growth
Sector Software Growth Fund has a Prank of 5 and return rank of 1 with a SD renk of 7 which
imples return is high and risk is moderate. DSP Merniyl Lynch Technology .com (Growth &
Dividend) Fund has a Prank of 6 and return rank of 4 with a SD rank of 8 which implies return is
moderate and risk is high. SBI Magnum Sector Umbrella Tech Fund has a frank of 8 and return
rank of 2 with a SD rank of 10 whick implies both return & risk arc high. UTI Growth Sector
Software Dividend fund has a Prank of 9 and return rank of 3 with a SD rank of 2 which implies
return is high and risk is low. Reliance Media & Entertainment Dividend Fund has a [rank of 10

“and return rank of 6 with a SD rank of 1 which implies return is moderate and risk is low.

INFERENCE:

From the above tables it can be inferred that Birla sunlife new millennium-growth
fund has an avcrage rank of 4 and therefore it can be regarded as the best in open ended cquity

mutuat fund category.



5.CONCLUSION

5.1 FINDINGS

> Franklin templeton capital safety-3vrs(dividend and growth) funds have an
average rank of 2.33 and therefore both the funds are regarded as the best in close

ended balanced mutual fund category.

» Principal pnb fmp 385 seriesl-growth fund has an average rank of 1.67 and

therefore it can be regarded as the best in close ended debt mutual fund category.
Pl - -

» Morgan stanley growth fund has an average rank of 4 and therefore it can be

regarded as the best in close ended equity mutual fund category.

# Birla sunlife 95-div fund has an average rank of 3.67 and therefore it can be

regarded as the best in open ended balanced mutual fund category.

» Templeton india children asset gift plan(dividend and growth) funds have an
average rank of 3.67 and thercfore both the funds are regarded as the best in open

erded debt mutual fund category.

» Birla sunhfe rew millennium-growth fund has an average rank of 4 and taerciore

it can be regarded as the best in open ended equity mutual [und category.
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COMMENDATIONS

The clients can infer from the findings that all the top performing funds in cach
category does not have their average ranks more than 4 which can act as an

indicator for them to choose the right mutual fund for investment.

The Position Matrix gives the Risk and Return involved in various funds which

will be helpful to choose the right mutual for investment depending on the risk

taking capability of the clients.



CONCLUSION

Thus a 1otal number of 60 mutual funds were categorized into 2 major categories as Open
ended and Closed ended and were further subdivided into Balanced, Debt and Equity
based funds. Variables like Alpha, Beta, Standard Deviation, Mean Return, Sharpe’s
index and Trevnor’s index were calculated for all the funds. A Rank Statement depending
on the Mean Return, Standard Deviation and Beta was prepared for all the categories of
funds. A Position Matrix based on the Risk and Retum of the funds was profiled for all

the Mutual Funds taken for study
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