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Your investments in mutual funds 2
have great hidden potential. "
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Have you discovered it yet?

Your investments in mutual funds hold hidden potential and are capable of offering
you much more than just returns. Introducing Loan Against Mutual Fund units (LAMF),
which is an overdraft facility for your short-term fund requirements.

Some benefits of LAMF are:

Dual Advantage: Get a dual advantage of earning returns on your existing
investments plus additional funds to invest in another rewarding opportunity.

Instant liquidity without selling your mutual funds: Now, a liquidity crunch will not
prevent you meeting your financial needs. With LAMF, you can get quick and easy
financing for your growing financial needs without selling your mutual funds

You can also avail margin funding against mutual fund units: This solution enables
you to buy additional mutual fund units even when you don't have the entire
amount of money required. Just bring in the margin amount and we will provide

ADITYA BIRLA

So go ahead, discover the hidden potential of your investments in
mutual funds and use them to fulfill your financial needs.

" FINANCE

call +91 84259 66666 abfl-customerservice@adityabirla.com

Aditya Birla Finance Limited. Regd. Office: Indian Rayon Compound, Veraval - 362266. CIN: U65990G]1991PLC064603.
Subject to credit appraisal in sole discretion of ABFL and terms and conditions as agreed under individual loan agreement.
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25 years ago, even before India had taken its first step towards liberalisation, Srei was born, the
child of a dream. A dream to be part of the infrastructure fabric of India. Motivated by passion
and strong determination, we embarked on our journey of transforming this dream into reality.

A quarter of a century since, we have come a long way. We have partnered with the dreams of
over 42,500 entrepreneurs, disbursed over ¥ 1,10,400 crores and today we have an asset base
of over ¥ 35,300 crores.
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EXECUTIVE SUMMARY

While the Indian mutual fund industry has registered a six-fold increase in
AUM over the last 10 years, it is yet to emerge as the preferred investment
choice for retail investors in India.

More than 50 years have gone by since UTI started its first sale in July 1964,
and we believe that in the next few years, the industry will perform closer to the
original mandate of encouraging and mobilizing savings of small investors.

The confluence of emerging technology and enabling regulation will facilitate the
industry to broaden and deepen its reach amongst retail investors.

+ Evaluation of e-commerce platforms to sell mutual funds is currently underway,
and a positive outcome will help unlock the buying power of the 400 mn
Internet users and 1 bn mobile phone users in India;

* Financial inclusion has received a fillip with the JAM number trinity (Jan Dhan,
Aadhar& Mobile), and opening of 192 mn Jan Dhan accounts in 15 months
with a deposit base of Rs 27,000 crore. This builds the case forevaluating
adoption of a similar model and cross-selling opportunities;

* More clarity on E-KYC and its subsequent adoption will aid the penetration
amongst the hitherto un-served segment;

* The recently approved payment banks, with permission to sell third-party
mutual fund products are expected to improve the reach.

In the context of improving the financial literacy and awareness among retail
investors, AMCs have conducted around 60,000 investor awareness programmes
in the past 60-odd months across 500 cities in India, and have reached out to
1.8 mn participants. This is an ongoing initiative and is expected to improve the
low penetration of mutual funds in the Indian market. With individual investors

Indian Mutual Fund Industry: The Road Ahead 5
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relying heavily on distributors for purchase of mutual funds, AMCs will continue
their focus on distribution network along with an emphasis on increasing sale of
direct plans.

We believe that these enablers will help the industry to increase its customer
base in a cost-effective manner from 42 mn retail accounts and increase their
ticket size.While these measures will enable customer acquisition, AMCs need
to focus on retaining customers through sale of simpler products, demonstrating
better fund performance, better service quality and deployment of analytics. The
industry has witnessed consolidation, and the trend is expected to continue with
increasing focus on improving performance.

6 Indian Mutual Fund Industry: The Road Ahead
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1.0 INDUSTRY OVERVIEW

1.1 Player profile

More than 40 Asset Management Companies [AMC] have set up their operations
since the liberalization of the Indian economy in 1993. Currently, 44 AMCs are
operating in India and these comprise private sector companies, joint ventures
(including those with foreign entities), bank-sponsored, etc. The industry has a
tiered structure with the top 7 AMCs having 70% of the industry Asset under
Management [AUM].

AUM analysis across AMCs (March 2015)
AMC AUM as % of , AMC AUMrange | Group AUM as % of
mndustry ALM Nog of AMCs {Ks cr) industry ALIM
Group 1 10%% - 14% 4 110,000 = 150,000 4%
Ciroup 11 e - 10R% 3 0,000 - B0.000 %%
Group 111 2% - 5% [ 20,000 - 50,000 18%
Ciroup 1V 1% - 2% & 10,000 = 20,000 %%
Ciroup V' <1% 25 30 - B.000 %%
Table 1.1 Source: AMFI, ICRON analysis

1.2 Customer segments

Institutional investors currently hold 54% of assets with individual investors
increasing their share from 45% to 46% in the last one year (source: AMFI). The
institutional investor group comprises corporates (85%) as well as Indian and
foreign institutions and banks.

The number of investor accounts had hit a low of 39.5 mn in March 2014
compared to levels of 48 mn witnessed in 2009. There has been a recovery in
the last one year, and the figure increased to 42.8 mn by June 2015. 99% of such
accounts are individual investor accounts, which include both retail and High
NetworthIndividual [HNI] investors (ticket size greater than Rs 5 lakh).

Indian Mutual Fund Industry: The Road Ahead 7
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Composition of investor accounts
fas on Sune 30, 2015}

MNos of accounts
{million)
Retail mvestors 40.88
HMI investors 1.52
Institutional investors 0.37

Table 1.2 Source: AMFL, ICRON analysis

1.3 Buying behaviour

The two segments of individual and institutional customers reflect significant
differences in the nature and rationale of their buy, usage of distribution channel,
place of origination of sale and ticket size.

The choice of asset reflects the difference in investment objectives of the two
customer segments — capital protection and return optimization for the institutional
investor vis-a-vis long-term growth for a retail investor.

Growth in assets (Rs trillion) ® 58% of individual
el imstons - ® Insinsional fmvesors investor assets are held
in equity oriented

(15
schemes;
" e 88% of institution assets
are held in liquid /
money market and debt-

_ Sepel4 Sepeld _ oriented schemes.
Chart 1.1 Source: AMFI, ICRON analysis

With institutional investors located in Top-15 cities [T15], these cities continue
to form the core catchment area for fund collection for the industry. Focused
outreach programmesby AMCs has led Beyond-15 towns [B15] increasing their
proportion in asset collection to 16% as on September 2015.

8 Indian Mutual Fund Industry: The Road Ahead
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Growth in assets (Rs trillion) ¢ [nstitutional assets -
IS cithes WIS ciies T15:90% & B15: 10%;
1% " e Individual assets -

T15: 77% & B15:23%;

o 1087 e TI15 asset mix - equity:

29% & non-equity: 71%;

== | - B15 asset mix - balanced

Sep- 14 Scp-15 mix with both
Chart 1.2 Source: AMFI, ICRON analysis

Acquisition of individual investors has typically been done through the distributor
network, and around 60% of total assets are garnered through this route. The two
client segments with their separate preferences for different types of schemes
demonstrate varied preference for direct plans vis-a-vis those sold through
distributors.

With non-equity oriented schemes purchased primarily by institutional investors,
the proportion of direct purchase is 60% for these schemes. AMFI data for
September 2015 reveal that investment for 11% of retail investors and 15% of
HNI investors was through the direct route.

Variations in ticket size are noticeable across different scheme types and customer
segments, and this impacts the operating model of the AMCs.

Average ticket size (Rs mn; Jun-15)
* [nstitutional investors

Al schemes [J] 027 (incl  Flls, excluding
corporates) - Rs 130 mn;

ETFs, FoFs ] 0.19
* Corporates - Rs 14 mn;

Equity srierted || 0,12 « HNI-Rs2.1 mn;
et oiemed [N 0.9 # Retail investors - Rs
0.06mn.

Chart 1.3 Source: AMFI, ICRON analysis

The investment objective of different customer segments is reflected in the
differences in the average holding period between equity and non-equity

Indian Mutual Fund Industry: The Road Ahead 9
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schemes. Equity assets have a longer holding period, as individual investors
investing in these schemes have a longer-term perspective to realize their growth
objectives.

Average holding period - Equity schemes Average holding period - Non-cquity
{Jun-15) {Jun-15)

-1 month ®i-} mumihe = 3-6 months -1 ol ® -} momths 36 months

w612 mwnths @ 3-24 monihs 824 monibs W12 monthn @ 12-24 mosths @24 mesibn

o
II“ I'\.

/lﬁ--_l %

L

Chart 1.4 Source: AMFI, ICRON analysis

The product portfolio as well as customer acquisition and retention strategy of the
different AMCs reflect their target segments, as there are significant differences
in product preferences and buying patterns across the segments.

1.4 Customer engagement

AMCs have initiated multi-pronged measures to engage with customers from
different socio-economic tiers to widen their base and increase ticket size.

The District Adoption Programme[DAP] and the Investor Awareness Programme
[IAP] done by each AMC are aimed at improving awareness about mutual funds
in locations that have nil or minimal penetration of mutual funds. AMCs have held
6,600 IAP across 250 cities covering 0.26 mn participants in the first six months
of the current fiscal year. Approximately 60,000 IAP have been held across 500
cities between May 2010 to October 2015 and 1.8 mn participants have attended
these programmes.

AMCs are deploying technology to engage with existing and potential customers
in urban and semi-urban areas as most are regular Internet users. Apart from
improving the ease of use of their websites, AMCs are using WhatsApp, Facebook
and other social media services to reach out to prospects and customers. There
exist a range of mobile apps for tracking and transacting portfolios, where some

10 Indian Mutual Fund Industry: The Road Ahead
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even offer a WhatsApp integration of such applications. Using social media
channels to communicate and leveraging technology to invest, redeem and switch
funds using mobile phone apps would help attract a new segment of customers,
especially the burgeoning pool of young working population.

With HNIs being akey customer segment, many AMCs and foreign banks undertake
tailored programmes to increase their engagement with this segment. They curate
events that are relevant and aligned with the social and cultural interests of this
segment, and use these platforms to engage with HNI customers.

The adoption of the industry-wide goal of improving retail participation has led
to the market witnessing multiple outreach initiatives. While some of the mass-
outreach initiatives are similar across the different AMCs, others are customized
to offer a differentiated experience to their customer base.

We believe that there are certain game-changers in the offing, which will provide
a fillip to this process and lead to the growth and increasing maturity of the
individual investor segment.

Indian Mutual Fund Industry: The Road Ahead 11
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20 INDUSTRY TRENDS

2.1 Growth in global AUM

AUM of world-wide mutual funds and exchange-traded funds [ETF] stood at $33.4
trillion at year-end 2014, with more than 80% of the assets held across USA and

Europe.

%% of global mutal fund assets (Dec-14)
WUSA  WEuwreps wAfics & Avs Paifie  Other Americas

» Dec31,2014 - AUM
of Indian AMCs at
Rs 10.5 trillion;

» Equivalent to 0.5%
of global AUM.

Chart 2.1 Source: ICF 2015, ICRON analysis

Mature markets of USA and Europe have demonstrated lower CAGR for the
5-year period starting from the beginning of this decade. Higher growth in India
represents the latent potential of the Indian market which can be tapped to improve
the penetration of the mutual fund industry in India.

AUM growth - USA AUM growth - Europe
0 12
TR 20 4
=
e CAGR =9% LR .
g 16 é i | CAGR =9%
=
a4 E 4
12 1 sl
10 + - - - - ] 14 + v - ¥ T
2000 2001 2012 2003 2014 L] 2001 1] 003 o4

AUM growth - India

104
CAGR =16%
64

4 +

Hs trillion
e

001 2002 2003 2004 2015

Chart2.2  Source: ICF 2015 EFAMA 2015, AMFI, ICRON analysis
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While the average AUM to GDP ratio stands at 7% for India and is considerably
lower than the global figure, there is a wide variation across the different districts
of India. A SEBI study (2013) reveals that key districts with high volume of fund
collection have a figure of around 30%, comparable to the global estimate.
However, other districts have figures as low as 2%, highlighting the geographic
concentration in the domestic AUM build-up.

2.2 Demand drivers in global markets

Retail investors hold 89% of mutual fund assets in USA, and they rely on
these funds to meet their long-term financial objectives especially building
their retirement corpus and education savings. 94% of such households hold
mutual fund shares inside employer-sponsored retirement accounts, Individual
Retirement Accounts and other tax deferred accounts. Survey shows that from
2005 onwards, 68% of individuals have made their first purchase in mutual funds
in employee-sponsored retirement plans. 90 mn retail investors have holdings
in mutual funds, which imply that 43% of all US households owned mutual funds
in 2014.68% of US retail investors hold more than half of their financial assets
in mutual funds, with $103,000 being the median value of mutual fund assets
(source: ICF 2015).

Institutional clients’ share of AUM in the European mutual fund market rose from
69% in 2007 to 74% in 2013. Institutional clients comprise primarily insurance
companies (39% of AUM) and pension funds (33% of AUM), and they rely on
the expertise of the fund managers to manage the contributions collected from
their members. Households contribute a significant share of the institutional client
segment through their ownership of unit-linked products offered by insurance
companies, and pension schemes offered by both insurers and pension funds.
Households are also engaging in higher purchase of mutual funds from 2013
onwards, and these purchases are made either from third-party distributors or
through the internet (source: EFAMA 2015).

More than 50% of US mutual fund assets are in equity funds and this is congruent
with the long-term investment perspective for the retail investors. The picture is

Indian Mutual Fund Industry: The Road Ahead 13
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different in the European market where bond assets comprise the single largest

holding at 43% of AUM.

Asset allocation (% of regional AUM)
us Europe India
December 2014 December 2013 September 2015
Equity 52% |Bond 43%  |Income 46%
Bond 22%  |Equity 33%  |Equity 33%
Money market 17%  |Others 16%  |Money market 15%
Hybrid %%  |Money market| 8%  |Others 6%

Table 2.150urce: ICF 2015, EFAMA 2015, AMFI, ICRON analysis

The ability of US and European funds to have a strong retail customer base
presents the Indian industry with pointers on increasing their reach in the retail
market.

2.3 Key trends in the domestic market

The Indian mutual fund market has witnessed varying trends in fund inflow during
the last decade. The aftermath of the global credit crisis had led to continuous

outflows for the next four-five years. The situation reversed in the last fiscal with

net positive inflow, which while lower than the 2008 levels is a welcome sign for

the industry, especially the growth in equity schemes.

14

Rs. billion

g

Trends in net inflow in the Indian market

300 | L
L \‘L —y M - — -.hd - i =@ I-..I ; Wogm g I -
FY13 Y14 I-"':']J I-'!’ 12 H’I 1 :rl-ﬂ FY09  FYOE  FYO07 I-'IDG I'I’B'}
=300

# Infrastructure Debt Fund & Equity & Balanced

o Liguid™Money Market wGILT u ELSS-Equity

Wil ETFs W ther ETFs u FoF investing overseas
Chart 2.3 Source: AMFI, ICRON Analysis
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An analysis of the investor behaviour over the last five years reveals the significant
increase in participation by HNI along with their exposure to equity schemes.

0 A N
P
= ks
1%
1 .
e (LT
[ — -
Corporaie. BanksFli Flls HXE Restail
ESapeld @ Sapn
Chart 2.4 Source: AMFI, ICRON Analysis

The trend of equity inflow has continued in the current fiscal, with inflows of Rs
537 bn in the first six months and a corresponding increase in equity folios from
31.7 mn to 33.8 mn. While equity investment in Indian capital markets by Flls has
gone up from Rs 850 bn in FY14 to Rs 1100 bn in FY 15, their level of participation
in Indian mutual funds has remained largely unchanged.

With access to increasing investible surplus, the HNI segment has significantly
increased its participation in the Indian mutual funds, especially in the equity
schemes. There has been a 61% jump in their folio count from 1 mn in September
2013 to 1.6 mn in September 2015. The increase is more significant in the equity
segment where their folio count has more than doubled over 24 months. As their
average ticket size is Rs 2 mn, this customer category has had a significant
impact on the growth of equity schemes.

Growth in count of HNI folios

100,000
T50,000
$00,000 |
250,000 I
] L | ST
Incame Ligquid/Money Equity Balanced
Mlarket
W5ep-15 WSep-14 WSep-13
Chart 2.5 Source: AMFI
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The other trend visible over the last two years has been the declining trend
in issuance of NFO. This has been partly due to the regulators’ direction to
rationalize and consolidate mutual fund schemes with similar objectives. The
requirement from the regulator to demonstrate the differentiation in investment
style and attributes of a potential new fund has also impacted the pace of
approvals.

Furthermore, as the product suite of some of the asset management companies
has neared completion, the hectic pace of NFOs has slowed. The requirement of
disclosing the details and number of funds’ managed by each fund manager has
also led to more circumspection before each new fund launch.

TRENDS IN NFO ISSUANCE
Canzgory H2ZFYI1l| FYI2 FY13 FY14 FY15 | HIFY16

Balnced 1 17 1 1
Debt 117 784 798 947 916 261
Dynamic/ Asset Allocation 5 34 2 28 42 9
Exquity 1 1 220 21 80 38
ETF | 7 2 5 & 8
Fund of Funds 1 16 32 3 12 1
Gilt 3 36 2 3
Liquid 6 5 18 15
Speciality 4 17 2

131 865 1168 | 1023 | 1059 340
Table 2.2 Source: AMFI, ICRON analysis

In the last decade, average of total expense ratio (TER) charged by the AMCs
to investors under each fund category has remained range bound. The only
significant exception was dynamic funds where TER has doubled. Typically
fund houses charge the highest TER for balanced funds and the least for liquid
funds.

16 Indian Mutual Fund Industry: The Road Ahead
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00 Expense Ratio Movement over the years

100 | %
2150 /—// —
140 1 ;_\ M

05 206 2T 008 2009 2o o 2012 003 2004 s
s [l moed s [ Dvmamic/ Asset Allocation
e E ity m—ETF Fund of Funds
Gilt Liquid Speciality
Chart : 2.6 Source: ICRON Analysis

While AMCs need to pass on their costs to investors to stay viable in their
business, it is imperative that some restraint is used to ensure investor returns
are not unduly eroded. SEBI has capped total expense ratio (TER) for actively
managed equity and debt funds. For debt funds, the expense ratio allowed is
0.25 percentage points lower than equity funds. If AMCs are able to channelize
funds from B15 cities they are allowed to charge additional TER of upto 30 bps
on their average weekly net assets. As the mutual fund industry matures, the
TER will emerge as a key contender in an investors’ choice of funds. Deeper
investor awareness will be a precursor to any regulatory leeway towards market
determined expense ratios.

2.4 Industry-level changes

The post-credit crisis period led to increased regulatory scrutiny in all countries,
including India. The recent SEBI directives and initiatives in the mutual fund space
can be categorized into three broad clusters:

A. Protecting the interests of investors by
a. Introducing higher disclosures by AMC to promote transparency;

b. Implementing changes in commission structure to prevent mis-selling;

Indian Mutual Fund Industry: The Road Ahead 17
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Merger of me-too schemes and denying approval to NFO issuances that
do not comply with this norm;

Introducing easy-to-understand riskometer infographics in product
brochures.

* The ‘riskometer’ with five levels of risks — low, moderately low,
moderate, moderately high, and high. This replaces the colour coding
method, which had only three levels - low, medium, and high.

B. Lowering cost and increasing reach by

a.

Incentivizing the sale of direct plans through differentiated TER for areas
other than T15;

Issuance of consolidated accounts statement;

Launch of MF utility portal and allowing investors to trade through a
Common Account Number;

C. Safeguarding the health of the industry by

a.

Mandating a compulsory increase in the capital base of AMCs from Rs
100 mn to Rs 500 mn by 2017,

Assessing the fixed costs of AMCs by proposing to analyze compensation
details, of fund managers and senior management.

*  Presently, mutual funds can spend a maximum of 2.5% of the AUM
as expenses, which they recover from investors;

Conducting regular stress tests.

These initiatives have had a significant impact on the industry in terms of
collections, customer acquisition, distributor network, product portfolio, etc.

The other key change being witnessed is the M&A activity, with as many as 10
M&A in the last six — seven years. Some of the key triggers are —

18
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1. Exit of non-serious and smaller players in the context of the SEBI directive to
increase capital base and the larger players viewing this is an opportunity to
expand through inorganic growth;

2. New entrants with a bullish outlook on India have adopted the M&A route as
a quicker way to scale up operations;

3. Low profitability increased the vulnerability of smaller players.

Some of the recent M&A activities are represented in the infographic, and we
expect to see more of this in the near future.

=Pramerica MF acquires WS MF 7 AL Samrmey
= Invenen Duys out Religare . B comtlnmes
= Relinnce MF acquires Goliman Sachs MF 2015

L soquires ING MF
2013 B = Kaotah MF acquires
o Pinebridge Inyestmon (s

=SB MF acquircs Dahva
MF sliirla Sun Life MF
= HIMFC MF aeqgulres

Aorgan Stanlct MF

L&'T Finance aoquires
Fidelity MF

Goldman Sachs

2011 [ acguires Benchmark

L&T Finnnes sequirts
IS Chola
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3.0 PERFORMANCE ANALYSIS

While the popularity of the mutual fund industry can be attributed to growing
investor awareness, success of investor education campaigns, and an investor-
centric regulatory regime, the most crucial factor that will decide the future course
of the industry is its performance.

As of September 2015, the 10-year average return generated by Indian mutual
funds across all fund types and asset classes is around 10.2%. Equity-oriented
schemes have returned 13.8% and debt schemes, 7.9%.

3.1 Equity-oriented schemes

The success of this category is crucial for attracting individual investors as
83% of the asset pool for equity funds comes from them (Retail + HNI). As of
September 2015, the average ticket size in equity schemes is Rs. 0.12 mn and
the main investment objective is to generate superior returns. Mutual funds enjoy
an especially important status in channelizing household savings to the capital
market, where a lay investor is at a disadvantage in making informed investment
decisions. This source of funds from the capital market is essential both from the
perspective of meeting the need for funds, as also for efficient price discovery,
which a larger pool of funds brings to the secondary market.

From an investor’'s perspective, over a long term investment horizon, equity
funds in India have managed to generate positive real returns, after adjusting for
inflation. At the same time, traditional asset classes such as gold and real estate
have struggled with generating inflation adjusted returns. The Indian equity space
also makes a strong case for active fund managed vis-a-vis the success of more
passive forms of equity investment management seen elsewhere in developed
markets. The trailing returns over the past 10-years across the average actively
managed fund, relative to a broad benchmark such as the CNX Nifty 50 bear
this out. The ELSS category is also an essentially actively managed space. Here
again, funds have demonstrated positive inflation adjusted returns, as well as
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returns higher than benchmarks. There have been pockets of underperformance,
where the active style of investment management has not justified the expenses
charged for such fund management, this has led to some consolidation in the
types of schemes managed within an asset management company, albeit at
the behest of the regulator. Furthermore, funds which aim to diversify across
economies, i.e. global funds have met with limited traction, as performance has
been disappointing relative to domestic diversified funds. Currency fluctuations,
as well as the better performance of Indian equities have meant that global funds
are yet to achieve reasonable share of assets managed.

Category wise refurn of Equity Muteal Funds
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Note: Returns as on 30-5ep-2015,
Less than 1 year Absolute returns, Greater than 1 year Compound Annualized returns

3.2 Debt-oriented schemes

The industry has met with limited success in attracting retail investors to the
debt fund category. Institutions looking for liquidity management are the primary
investors within this category.

A case for dynamically managed fixed income funds has emerged with the
changes in interest rates in the current economic environment. Since the start
of 2015, RBI has cut interest rates six times, totaling 125 bps.As a result, in the
last one year, dynamic bond funds have fetched 10%-12% returns, higher than
conventional long-term or short-term bond funds. However, there is a large range
of returns delivered by dynamic bond funds and the volatility in interest rates has
been both, an opportunity and a challenge for fund managers. This performance
trend is evident within the Gilt fund category as well, and there has been a revival
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of investor interest in such funds, with a wide range of underperformance and
high performance.
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Liquid and other short-term funds have served their purpose of liquidity
management in the last 10 years.The category sees the lowest participation from
individual investors, at just 8% of AUM as of September 2015, as retail investors
continue to prefer bank deposits. There is considerable fund flow across these
categories within the short-term, in line with the dynamic shifts of the yield curve
at the shorter-end. In the recent past there has been significant alpha generated
by fixed income plans, however, given the close-ended nature of these funds, the
price of higher performance comes with a price of illiquidity.

At the short and medium end of the yield curve there have emerged a few new
products such as credit opportunity funds. The success of such funds is entirely
dependent on a deepening bond market, as investors and fund managers look for
newer sources of generating alpha.
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40 GROWTH DRIVERS

Apart from registering AUM growth, the last few years has seen the industry
demonstrate growth on other fronts including increase in individual investors,
serving hitherto un-served markets, etc. Interplay across three critical factors has
culminated in this increase, with the key growth drivers being:

a. Improvement in key economic parameters

An improvement in the economic environment over the last 3-4 years has helped
all categories of mutual fund investors to increase theirinvestment in mutual funds.
Increase in personal income fuelled by growth in GDP has led to an improvement
in the surplus available for household saving. Indian households saving pattern
has for the first time in 15 years shown a decline in savings in physical assets,
and the same has been channelized to financial assets.
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Chart4.1 Source: RBI, ICRON Analysis

While Indian households have always shown a preference for bank and non-
bank deposits, FY15 household financial savings data reveal a declining trend in
bank and bank-deposits, yet again for the first time in 15 years. There is an 11%
decline from FY12 level and a corresponding increase in other financial assets
(note: level of currency has remained constant during the period).

Indian Mutual Fund Industry: The Road Ahead 23



ASSOCHAM icra %mm

INDIA A Graup ICRA Company

60% Proportion of key asset classes in financial assets of Indian households
50%

40%
3%
20%

10%

0%

FY 00 FY04 FY0 FY12 FY15

-10%

m Currency m Bank deposits MNon-banking deposits  ®mLife insurance fund
® Provident & pension fund ® Claims on government Shares & debentures ® Units of L'TI

Chart4.2 Source: RBI, ICRON Analysis

Indian markets have demonstrated a high correlation between market
performance and equity inflows. Improving stock market performance in the
last 24-30 months has resulted in stronger equity inflows which is visible in the
growth of demat accounts over the last 12-18 months as well as rise in equity
assets of mutual funds.
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Chart4.3 Source: BSE, NSDL, ICRON Analysis

The rise in household savings, as well as the shift away from physical assets to
financial assets and the subsequent substitution from bank deposits to equity,
mutual funds, insurance, etc augurs well for the industry. Analysis of historical
data reveals that equity mutual funds have outperformed other asset classes in
the long-run.
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Performance across different asset classes
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b. Aligning product, promotion and distribution

Awareness creation and growing emphasis by AMCs on advising individuals
to invest through the SIP route appear to have yielded results. The SIP count
increased from 6.2 million in March 2014 to 7.3 million over the 12-month period.
Larger number of SIPs from B15 reflects the efficacy of IAP as well as the higher
commission paid to distributors for B15 sales. The average value of SIP has also
increased from Rs 2000 to Rs 2600.
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c. Regulatory and technology enablers

Using technology to sell direct plans through mobile apps as well as launch of the
MF Utility portal has made sale possible on a 24*7 basis and made the presence
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of an intermediary redundant. Acceptance of E-KYC by some AMCs and using
technology to do the In-Person Verification has also made the transactions
easier.

An increase in GDP as well as good stock market performance over the last two —
three years provided investors and especially retail investors with an opportunity
to use mutual funds to create wealth. The shift in preference from traditional
savings channels to mutual funds and other assets has been made possible due
to the awareness building exercises undertaken by the AMCs, demographic shift
in customer base as well as availability of products that match the needs of the
customers. This has been accentuated by the roll-out and subsequent customer
adoption of initiatives that leveraged technology and the interplay amongst all
these factors helped in the growth of the industry.
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5.0 GAME CHANGERS

We expect to witness the coming together of multiple factors in the near future,
whose combined power has the potential to catapult the Indian industry to greater
heights. These game changers span multiple domains, and the key ones are
listed below:

1. Demographic dividend —India is a young nation with 605 million people below
the age of 25. International Labour Organization has predicted that by 2020,
India will have 116 mn workers in the age group of 20-24;

2. Increase in the number of HNI and ultra HNI — A recent study by Kotak Wealth
Management has predicted the increase in the number of ultra HNI from
current levels of 137,000 to 348,00 in 2020, along with a corresponding rise
in networth from Rs 128 trillion to Rs 415 trillion;

3. Any positive outcome of the evaluation underway of the proposal of using
e-commerce platforms to sell mutual funds when seen in the context of 1bn
mobile subscribers and 400 mn Internet users;

4. The opening of 190 million Jan Dhan bank accounts in 15 months through
e-KYC and mobilization of Rs 27,000 crore (about 37% accounts are zero
balance accounts) makes it imperative to evaluate the usage of this route to
sell mutual funds;

5. Any positive outcome on the decision to use Aadhar as E-KYC for mutual
funds and other financial assets would have a huge impact in increasing the
catchment area;

6. Granting of approval to 11 payment banks that will be allowed to sell third-
party mutual funds should help increase the market size;

7. Usage of big data and analytics and using data-driven models for improving
offerings and customer engagement.

These seven factors are powerful when seen in isolation, and if they were to act
in tandem, they have the potential to transform the industry.
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6.0 THE ROAD AHEAD

The industry has utilized the last couple of years productively in capacity building
initiatives by augmenting its technology platform as well as awareness building
programmes and thus creating markets where none existed earlier. Technology
can be put to dual use — both for acquiring customers and meeting compliance
requirements in a cost-effective and time-efficient manner. These new customers
are expected to be more fromthe individual investor segmentwith higher preference
for equity schemes, which will have a positive impact on the profitability.

The game changers are expected to supplement this trend further.

1.

28

The demographic shift towards a younger workforce that is more aligned with
technology will provide the industry with a larger customer base;

The expected growth of HNIs augurs well for the industry, especially in the
context of the ticket size of their investment and preference for equity;

If e-commerce platforms are allowed to sell mutual funds coupled with simpler
e-KYC process, this would open up a larger market for mutual funds;

Replicating the model adopted for Jan Dhan savings accounts as well as
using the payment banks to sell mutual funds, could lead to further increase
in the customer base;

Using analytics and data-driven models would help to retain and mine the
customers better;

Deploying technology to build gamification models for customer engagement
would resonate better with the young and technologically savvy customer
base.
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US retail investors and the country’s investment framework have helped the
US mutual fund industry to emerge as the global leader. The fruition of the
game changers would also enable the transformation of the Indian mutual fund
industry to operating model that is more focused on the individual investor,
and thereby enable it to move towards its goal of Rs 20 trillion profitable AUM
by 2020.

*k%k

Disclaimer

All information contained in this document has been obtained by ICRA Online Limited from sources believed
by it to be accurate and reliable. Although reasonable care has been taken to ensure that the information
herein is true, such information is provided ‘as is’ without any warranty of any kind, and ICRA Online
Limited or its affiliates or group companies and its respective directors, officers, or employees in particular,
makes no representation or warranty, express or implied, as to the accuracy, suitability, reliability, timelines
or completeness of any such information. All information contained herein must be construed solely as
statements of opinion, and ICRA Online Limited, or its affiliates or group companies and its respective
directors, officers, or employees shall not be liable for any losses or injury, liability or damage of any kind
incurred from and arising out of any use of this document or its contents in any manner, whatsoever. Opinions
expressed in this document are not the opinions of our holding company, ICRA Limited (ICRA), and should
not be construed as any indication of credit rating or grading of ICRA for any instruments that have been
issued or are to be issued by any entity.
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ASSOCHAM: THE KNOWLEDGE ARCHITECT OF CORPORATE INDIA

EVOLUTION OF VALUE CREATOR: ASSOCHAM initiated its endeavour of value creation for
Indian industry in 1920. Having in its fold more than 400 Chambers and Trade Associations, and
serving more than 4,50,000 members from all over India. It has witnessed upswings as well as
upheavals of Indian Economy, and contributed significantly by playing a catalytic role in shaping up
the Trade, Commerce and Industrial environment of the country.

Today, ASSOCHAM has emerged as the fountainhead of Knowledge for Indian industry, which is
all set to redefine the dynamics of growth and development in the technology driven cyber age of
‘Knowledge Based Economy’.

ASSOCHAM is seen as a forceful, proactive, forward looking institution equipping itself to meet
the aspirations of corporate India in the new world of business. ASSOCHAM is working towards
creating a conducive environment of India business to compete globally.

ASSOCHAM derives its strength from its Promoter Chambers and other Industry/Regional
Chambers/Associations spread all over the country.

VISION: Empower Indian enterprise by inculcating knowledge that will be the catalyst of growth
in the barrierless technology driven global market and help them upscale, align and emerge as
formidable player in respective business segments.

MISSION: As a representative organ of Corporate India, ASSOCHAM articulates the genuine,
legitimate needs and interests of its members. Its mission is to impact the policy and legislative
environment so as to foster balanced economic, industrial and social development. We believe
education, IT, BT, Health, Corporate Social responsibility and environment to be the critical success
factors.

MEMBERS - OUR STRENGTH: ASSOCHAM represents the interests of more than 4,50,000 direct
and indirect members across the country. Through its heterogeneous membership, ASSOCHAM
combines the entrepreneurial spirit and business acumen of owners with management skills and
expertise of professionals to set itself apart as a Chamber with a difference.

Currently, ASSOCHAM has more than 100 National Councils covering the entire gamut of
economic activities in India. It has been especially acknowledged as a significant voice of Indian
industry in the field of Corporate Social Responsibility, Environment & Safety, HR & Labour Affairs,
Corporate Governance, Information Technology, Biotechnology, Telecom, Banking & Finance,
Company Law, Corporate Finance, Economic and International Affairs, Mergers & Acquisitions,
Tourism, Civil Aviation, Infrastructure, Energy & Power, Education, Legal Reforms, Real Estate
and Rural Development, Competency Building & Skill Development to mention a few.

INSIGHT INTO ‘NEW BUSINESS MODELS’: ASSOCHAM has been a significant contributory factor
in the emergence of new-age Indian Corporates, characterized by a new mindset and global ambition
for dominating the international business. The Chamber has addressed itself to the key areas like
India as Investment Destination, Achieving International Competitiveness, Promoting International
Trade, Corporate Strategies for Enhancing Stakeholders Value, Government Policies in sustaining
India’s Development, Infrastructure Development for enhancing India’s Competitiveness, Building
Indian MNCs, Role of Financial Sector the Catalyst for India’s Transformation.

ASSOCHAM derives its strengths from the following Promoter Chambers: Bombay Chamber
of Commerce & Industry, Mumbai; Cochin Chambers of Commerce & Industry, Cochin: Indian
Merchant’'s Chamber, Mumbai; The Madras Chamber of Commerce and Industry, Chennai; PHD
Chamber of Commerce and Industry, New Delhi. Together, we can make a significant difference to
the burden that our nation carries and bring in a bright, new tomorrow for our nation.
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ASSOCHAM REGIONAL OFFICES

ASSOCHAM Southern Regional Office

D-13, D-14, D Block, Brigade MM,

1st Floor, 7th Block, Jayanagar,

K R Road, Bangalore-560070

Phone: 080-40943251-53

Fax: 080-41256629

E-mail: events@assocham.com
events.south@assocham.com
director.south@assocham.com

ASSOCHAM Eastern Regional Office
BB-113, Rajdanga Main Road
Kolkata-700107

Phone: 91-33-4005 3845/41

Fax: 91-33-4000 1149

E-mail: manesh.sharma@assocham.com

ASSOCHAM Regional Tamil Nadu Office
International Law Centre,

61-63, Dr. Radhakrishnan Salai,

Mylapore, Chennai-600004

Contact Person: Dr. Vinod Surana

Phone: 044-28120000, Fax: 044-28120001
Mobile: +91 9884491000

Email: vs@lawindia.com

ASSOCHAM Western Regional Office

608, 6th Floor, SAKAR IlI

Opposite Old High Court, Income Tax

Ahmedabad-380 014 (Gujarat)

Phone: +91-79-2754 1728/ 29, 2754 1867

Fax: +91-79-30006352

E-mail: assocham.ahd1@assocham.com
assocham.ahd2 @assocham.com

ASSOCHAM North Eastern Regional Office
Global Express Group, House No. 7

Bye No. 2, Chandan Nagar,

Survey, Beltola, Guwahati-781028
Contact Person: Mr. Munindra Kumar
Phone: 09957999367

E-mail: ner@assocham.com

ASSOCHAM Regional Ranchi Office
503/D, Mandir Marg-C,
Ashok Nagar,
Ranchi-834 002
Phone: 09835040255
06512242443 (Telefax)
E-mail: Head.RORanchi@assocham.com
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Investment Analytics Relationshfp Management  Financial Planning

MFI Explorer

Complete fund analytics on your desktop

MFI Analytics

Comprehensive solutions in the portfolio analytics and sales
analytics sphere

White Label Research

Fund and fixed income research in your inbox

MFI Financial Planner

A web based platform to integrate the advisory network and plan
for goals, retirement, insurance and investments

MFI Portfolio Tracker

Accurate portfolio valuation and return computation for
mutual fund portfolios

Portfolio Optimisation

Perfectly blended portfolio solutions for your clients
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T: 91-22-67816100 | F: 91-22-27563057 | E: enquiry@icraonline.com



INVESTORS/
DISTRIBUTORS
DO NOT HAVE
TO RUSH TO US
WITH FORMS

BECAUSE OUR APP
GIVES THEM A WORLD
OF CONVENIENCE!

myCAMS Mobile App brings a world of digital convenience to Mutual Fund Investing. Now, investing in
a new folio across participating Mutual Funds, viewing portfolio, setting up a Systematic Invesment Plan
(SIP) account and even opting a Common One Time Mandate (OTM) is possible through a single, secure

gateway. Go ahead, do more with myCAMS!

®©® O 600 -

PURCHASE f REDEEM / ONEVIEW /PORTFOLIO COMMON MANDATE SETUP TRANSACTIONS
VALUATION REGISTRATION SIP / STP / SWP SUMMARY

Also avaitable on www.camsonline.com Follow us on: 1 { | &
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: RELI/ANCe
Kya aapne apne retirement Mutual Fund

ki taiyari shuru kar di hai?

Reliance Retirement Fund g e

(An open ended notified tax savings cum pension scheme with no assured returns) CREATION

Lambi Innings ki Taiyari

Contact Your Financial Advisor
Toll Free 1800-300-11111 | SMS ‘RETIRE’ to 561617 | www.reliancemutual.com

*Apple and the Apple logo are trademarks of Apple Inc, registered in the U.S and other countries. App Store is a service mark of Apple Inc". *Android is a trademark of Goagle Inc’ ‘ Download Free App .‘ A | Coos | “
"Windows logo is  trademark of Microsoft Corp' Pp o | L

Reliance Retirement Fund offers two schemes: Reliance Retirement Fund - Wealth Creation Scheme & Reliance Retirement Fund - Income G its in the sch bject to a lock-in for
5 years from the date of allotment, subject ta the terms & conditions with respect to switches. “Source: Internal. #CBDT notified scheme for benefit u/s 80C (2) XIV Pension Fund of Income Tax Act 1961.

Reliance Retirement Fund - Wealth Creation Scheme

This p is for who are seek
= Long term growth and capital appreciation
* Investing primarily in equity and equity related instruments and balance in fixed income securities so as to help the investor in achieving the

retirement goals
*Investors should consult their financial advisors if in doubt about whether the product Is suitable for them.

Reliance Retirement Fund - Income Generation Scheme

This product is suitable for investors who are seeking*:

= Income over long term with capital growth

* Investing primarily in fixed income securities and balance in equity and equity related instruments so as to help the investor in achieving the Investors understand that their principal
retirement goals will be at Moderately High risk

*Investors should consult their financial advisors if in doubt about whether the product is suitable for them. y g

SMS charges apply.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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