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Mutual fund rankings, a popular concept globally

5 Highlights
= Mutual fund ranking services may be provided by
an independent mutual fund ranking entity
Canada
($1,41tn |
81.2%)
USA ($25,69 tn o) %
| 120.3%)
4} UK
($1.89 tn | 66.8%)
H.|ghI|.ghts | Brazil
« Financial Industry Regulatory Authority $1.33 tn | 68%)
(FINRA) members can use rankings created
by a ranking entity, mutual fund or an affiliate

based on performance measurements of the

5

entity.
« Ranking entity to be independent Highlights
* FINRA guidelines approved by SEC * Mutual fund /unit trusts use rankings/

ratings as a medium of advertisement

Resea rCh Note: Figures in brackets represent the AUM in USD tn followed by AUM to GDP ratio for the respective country

Highlights

Ratings can be used to
compare different products
and may include :

— Credit ratings issued by
credit rating agencies

— Rankings / ratings,
recommendations and
opinions produced by
financial product research
houses ?
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In India, CMFR has a long and evolving history

Number of categories

First mutual fund
ranking in the
industry with
portfolio-based
parameters

2000

Introduced
liguidity, sector
risk and interest
rate risk
parameters for the
debt portfolio

O
2006 |

2003

[ J
CMFR launched in
June 2000 with
three categories

* Aggressive hybrid
* Income schemes
* Diversified equity

Research

Four new categories
launched by the end

of 2003

Liquid funds
Gilt funds
Monthly income
plan (MIP)
Short duration
funds

Categorisation of
funds based on
market cap
introduced: large
cap category

¢ Launched

aggressive and
conservative as
separate MIP
categories

2016

&
* Introduced direct

2014

2008

* Index funds/

ETFs and ultra
short duration
ranking
categories
introduced

Introduced small
and mid-cap
category based
on historical
market cap
allocation of funds
in March 2009

plan fund ranking
Introduced credit
risk category with
categorisation
based on rating
profile of portfolio

* Linked issuer
concentration
with its ratings

L
2018 |

* Aligned ranking
in line with Sebi’s
circular on
categorisation
and covered 25
categories

* |ntroduced active
returns to
address re-
categorisation

2020

* Credit quality with
differentiation
across rating
agency
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Ranking framework — differentiated from others
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years of mutual fund evaluation

of open-ended assets under
management (AUM) covered

Funds are ranked on a scaleof 1to 5
with 1 being the best

Rankings are built on net asset value
(NAV)-based and portfolio-based
parameters

Integration of sectoral outlook and
underlying asset quality are the key
differentiators

NAV-based parameters
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Performance
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return
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Portfolio-based parameters

Portfolio
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Superior performance

« Future returns of top 30 percentile funds (ranks 1 and 2) have been rewarding for investors
 CRISILUs analysis of future 1- and 3-year returns of top ranked CMFR funds (ranks 1 or 2) shows that equity-

oriented categories have consistently shown superior performance

Significant edge for top 30 percentile funds
in future 1l-year returns

22.4%
19.6%
18.3%
16.5%
15.9%

Multicap Large cap Mid cap Small cap

m 1 yr return for funds ranked 1/2 = 1 yr return for funds ranked 3
m 1 yr return for funds ranked 4/5

Note: The multi-cap category (erstwhile diversified) was launched in June 2000. The large cap category came
into existence in September 2006. The small and mid-cap category was launched in March 2009 — hence,

both categories have a common history

Research

Funds in CMFR top 30 percentile deliver better than
peers’ future 3-year performance

Multicap Large cap Mid cap

m 3 yr return for funds ranked 1/2 = 3 yr return for funds ranked 3
m 3 yr return for funds ranked 4/5

Note: The multi-cap category (erstwhile diversified) was launched in June 2000. The large cap category came
into existence in September 2006. The small and mid-cap category was launched in March 2009 — hence,
both categories have a common history
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Consistent outperformance

Funds under top 30 percentile have outperformed 1-year future returns of funds ranked 4 and 5

Multi-cap Large cap Mid-cap

66% ’ 60% ' 63% '

« Majority of the funds ranked 1 or 2 have individually performed better than the average returns generated by

peers ranked 4 or 5, as can be seen in the charts

Small cap

61% ’
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Funds under top 30 percentile have also outperformed 3-year future returns of funds ranked 4 and 5

Multi-cap Large cap Mid-cap

70% ’ ‘ 75% ' 59% ’

Research

Small cap and mid-cap categories
were formed from the earlier small
and mid-cap equity category in
2018. Hence, both these
categories have a common history
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A blend of portfolio parameters to generate sharper results

Quarter end Previous % fall in Asset Liquidit Company Ci';/IanR
Security (month of default) Schemes which had exposure considered for month’s ° guality d y concentratio

ranking exposure (%) NAV rank rank n rank before

default
Reliance Home Finance LMN Medium Duration Fund March 2019 4.33 -2.71 4 4 3 4 4 star
DHFL (June 2019) POR Short Term Fund March 2019 16.74 -13.55 5 5 5 5 5 star

Coffee Day Natural Resources

(September 2019) ABC Short Term Fund June 2019 9.40 -8.30 4 5 4 5 5 star
BILT Graphics (February 2017) | XYZ Liquid Fund December 2016 4.32 -7.22 5 4 5 4 4 star

Note: % fall in NAV as of default date or downgrade to below investment | Lower ranks are highlighted in red color and higher ranks are highlighted in green color. CMFR Rank 1 is very good fund in terms of relative performance and CMFR
Rank 5 is relatively weak fund.

Ana|ysis of funds with exposure to papers that defaulted during CMFR was able to |dent|fy risk in the porthIiO unlike NAV based

June 2018-20 ranking
= CMFR 73% 85% 88% 86%
Low percentage of 69%
W Only NAV based funds were ranked
Rankings higher (1 and 2) in 270/
0
CMFR 5% 3% 21%
19%
- IL&FS event ADAG event DHFL event Yes Bank event
= Funds ranked low under CMFR (rank 3, 4 and 5)
% of funds with higher rankings (Rank 1 and 2) ® Funds ranked low using NAV based ranking (1, 2 and 3-star)

Note: Total 88 ranked debt schemes have been considered for the above analysis
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About CRISIL

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are India's leading ratings agency. We are also the foremost provider of high-end research to the world's largest banks and leading

corporations.
CRISIL is majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and data to the capital and commodity markets worldwide.

About Research

CRISIL Research is India's largest independent integrated research house. We provide insights, opinion and analysis on the Indian economy, industry, capital markets and companies. We also conduct training programs to financial sector
professionals on a wide array of technical issues. We are India's most credible provider of economy and industry research. Our industry research covers 86 sectors and is known for its rich insights and perspectives. Our analysis is
supported by inputs from our network of more than 5,000 primary sources, including industry experts, industry associations and trade channels. We play a key role in India's fixed income markets. We are the largest provider of valuation of
fixed income securities to the mutual fund, insurance and banking industries in the country. We are also the sole provider of debt and hybrid indices to India's mutual fund and life insurance industries. We pioneered independent equity
research in India, and are today the country's largest independent equity research house. Our defining trait is the ability to convert information and data into expert judgements and forecasts with complete objectivity. We leverage our deep
understanding of the macro-economy and our extensive sector coverage to provide unique insights on micro-macro and cross-sectoral linkages. Our talent pool comprises economists, sector experts, company analysts and information
management specialists.

CRISIL Privacy

CRISIL respects your privacy. We use your contact information, such as your name, address, and email id, to fulfil your request and service your account and to provide you with additional information from CRISIL and other parts of S&P

Global Inc. and its subsidiaries (collectively, the “Company) you may find of interest.
For further information, or to let us know your preferences with respect to receiving marketing materials, please visit www.crisil.com/privacy. You can view the Company’s Customer Privacy at https://www.spglobal.com/privacy

Last updated: April 2016

Disclaimer

CRISIL Research, a division of CRISIL Limited (CRISIL) has taken due care and caution in preparing this Report based on the information obtained by CRISIL from sources which it considers reliable (Data). However, CRISIL does not
guarantee the accuracy, adequacy or completeness of the Data / Report and is not responsible for any errors or omissions or for the results obtained from the use of Data / Report. This Report is hot a recommendation to invest / disinvest in
any company covered in the Report. CRISIL especially states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this Report. CRISIL Research operates independently of, and does not have
access to information obtained by CRISIL’s Ratings Division / CRISIL Risk and Infrastructure Solutions Limited (CRIS), which may, in their regular operations, obtain information of a confidential nature. The views expressed in this Report are
that of CRISIL Research and not of CRISIL’s Ratings Division / CRIS. No part of this Report may be published / reproduced in any form without CRISIL’s prior written approval.
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