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Selection criteria for schemes in CMFR

Owing to changes in the categorisation /rationalisation of mutual fund
schemes as prescribed by Sebi*, CRISIL has aligned its ranking

categories in CMFR as per Sebi circular.
1. Equity funds

Equity funds have been retained in their respective categories as
defined by the AMCs.

In case of large cap, large and mid-cap, multi-cap, mid-cap,
focused and value/contra categories, funds which were being
ranked in different categories previously, with different historical risk-
return profiles, are now part of the same category. Hence, for
evaluating the performance of such a varied group of funds under one
category, active returns (with respect to their appropriate CRISIL-
AMFI performance indices) parameter is used instead of mean
returns. Since all the funds ranked in the small cap category have
come from the erstwhile small & midcap category, mean returns have

been used.

Funds in the thematic —infrastructure category follow an investment
objective to invest in infrastructure-related sectors. Other

sectoral/thematic funds have been excluded.

Equity linked savings schemes (ELSS) invest in equity and equity-
related instruments, and are aimed to enable investors to avail tax

deduction under Section 80 C of the Income Tax Act.

Index funds / ETFs: Schemes launched with an objective to generate
returns that are commensurate with the performance of their
benchmark’s total return index (TRI), subject to tracking errors, are

considered.

The following will be excluded:

. Index schemes that allow the fund manager to take overweight
investment positions on stocks that comprise their benchmark
index.

. Index schemes that are benchmarked to indices other than S&P
BSE Sensex and Nifty 50.

2. Hybrid funds

Aggressive hybrid

Schemes investing more than 65%, but less than 80% of the assets
under management (AUM) in equity securities and 20-35% in debt
instruments, are considered. All funds that have historically
maintained the stated equity exposure (three-year average) have

been included in this category.

Conservative hybrid

This category includes schemes where investment in equity is limited
to 10-25% of the AUM and rest in debt instruments. Funds that have

historically maintained >10% equity exposure (three-year average)

have been included in this category.

Arbitrage
The schemes following arbitrage strategy with no net equity exposure
stated in investment mandate are shortlisted. Funds with Riskometer

grading of ‘Moderately Low’ have been included in this category.
3. Debt funds

In the gilt category, funds with a mandate to manage duration
dynamically are considered. Gilt funds with 10-year constant maturity

are not part of this category.

In the medium to long duration category, funds with three-year

average duration between 3-7 years have been retained.

In the medium duration category, funds with three-year average

duration below four years have been retained.

In the short duration category, funds with one-year average duration

between 1-3 years are classified as defined by Sebi.

In the credit risk category, funds that were historically classified as

credit opportunities funds in CMFR are considered.

In the corporate bond category, funds that maintained one-year
average exposure >60% to corporate bonds, with the highest credit

rating (i.e. AA+ and above), have been considered.

In the banking and PSU bond category, funds that maintained one-
year average exposure >60% to debt instruments of banks, public
sector undertakings, and public financial institutions have been

considered.

In the liquid and dynamic bond categories, funds have been

retained in their respective categories as defined by the AMCs.

In the low duration category, funds with one-year average duration

below 1.3 years have been retained.

In the ultra short duration and money market categories, funds that
were considered under the erstwhile ultra-short term and liquid
categories have been retained.

*Link to Sebi circular: https://www.sebi.gov.in/legal/circulars/oct-

2017/cateqorization-and-rationalization-of-mutual-fund-
schemes_36199.html
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CRISIL Mutual Fund Ranking Methodology

CMPFR is the relative ranking of mutual fund schemes within
a peer group. The basic criteria for inclusion in the ranking
universe are three-year / one-year NAV history and AUM in
excess of category cut-off limits, and complete portfolio
disclosure. Three-year NAV history is considered across all
equity, hybrid, dynamic bond, medium duration, medium to
long duration and gilt categories; whereas one-year for
banking & PSU, corporate bond, credit risk, liquid, low
duration, money market, ultra short term, short duration
categories.

Only open-ended schemes are considered. Ranking is
based on the following parameters:

Mean return and volatility

Mean return and volatility are considered as separate
parameters across all categories. Mean return is the
average of daily returns based on the scheme’s NAV for the
period under analysis and volatility is the standard deviation
of these returns. While the period for analysis is three years
for equity, hybrid, medium duration, medium to long duration
categories; it is one year for banking & PSU, corporate bond,
credit risk, liquid, and other short duration categories. The
period of analysis is broken into four overlapping periods
(latest 36, 27, 18 and 9 months for three-year period, and
latest 12, 9, 6 and 3 months for one-year period). Each
period is assigned a progressive weight starting from the
longest period as follows: 32.5%, 27.5%, 22.5% and 17.5%,
respectively.

Active return

Owing to changes in the categorisation /rationalisation of
mutual fund schemes, as prescribed by Sebi from March
2018 onwards, CMFR incorporated the active return
parameter in equity categories (large cap, large and mid-
cap, multi cap, mid-cap, focused and value/contra) for
evaluation. As funds from different categories with different
risk-return profiles are in these categories, active return (with
respect to their appropriate CRISIL-AMFI performance
indices) is used instead of mean return. The period of
analysis is broken into four overlapping periods - latest 36,
27,18 and 9 months - and progressive weights are assigned
as discussed earlier.

Portfolio concentration analysis

Concentration measures the risk arising out of improper
diversification. For equity securities, diversity score is used
as the parameter to measure industry as well as company
concentration. In case of debt schemes, the company
concentration is analysed at an individual issuer specific
limit. The limit is linked with the credit rating of the issuer; a
high rated issuer will have higher limits and as the rating
declines the limit is reduced progressively.

Exposure to sensitive sectors

In case of debt schemes, industry concentration is analysed
for exposure to sensitive sectors which are arrived based on
Industry Risk Score (IRS) for various sectors. CRISIL’s
assessment of IRS quantifies the credit risk associated with
an industry on a uniform scale to ensure comparability
across industries. The score captures the influence of
various industry variables on the debt repayment ability of
companies in a particular sector over a 3-4-year horizon.

Liquidity analysis

It measures the ease with which a portfolio can be liquidated.
The lower the score, the better. In case of equities, it
measures the number of days to liquidate the portfolio.
Liquidity is calculated by taking the average portfolio liquidity
score of the past three months.

Equity liquidity is computed as follows:

Liquidity score of each stock = No. of shares held / daily
average trading volume of past six months

Portfolio liquidity score = Weighted average liquidity score of
the above

Gilt liquidity is measured by analysing the number of days it
takes to liquidate the portfolio based on turnover (volume),
the number of securities in the portfolio, the number of days
security is traded, and the number of trades in any security
for a three-month period for that security. Corporate debt
liquidity is computed by classifying each security into three
categories - liquid, semi liquid and illiquid - and then
evaluating a scheme’s exposure to each category.
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Asset quality

Asset quality measures the probability of default by the
issuer of a debt security to honour the debt obligation in time.

Tracking error

This is used only for index schemes. The tracking error is an
estimation of the variability in a scheme’s performance vis-

. a-vis the index that it tracks. The lower the tracking error, the
Duration better

Modified duration is considered across all the debt
categories except liquid to capture the interest rate risk of
the portfolio. The lower the value, the better. Going forward,

Count of Negative Returns

The count of negative returns is used as parameter in
Macaulay duration will be used instead of Modified duration.

arbitrage funds to capture downside risk of the funds.
Eligibility criteria

e Only open-ended funds are considered

e NAV history

= Three years for equity, hybrid, gilt, dynamic, medium to long and medium duration funds

= One year for arbitrage, banking & PSU, corporate bond, credit risk and other short duration funds, including liquid funds

e AUM cut-off criteria

Broad Investment Type” AUM Cut-offs (Rs. Crore)

Equity 10
Debt and Hybrid 50
Debt (<1 year) 250

~ Each of the broad investment types comprise of the following ranking categories -

Equity: Multicap, Large Cap, Large & Midcap, Midcap, Small Cap, Focused, Value/Contra, Infrastructure, ELSS, Index/ETF

Hybrid: Aggressive Hybrid, Conservative Hybrid

Debt: Gilt, Dynamic Bond, Medium to Long duration, Medium duration, Banking & PSU, Credit Risk, Corporate Bond, Short duration

Debt (<1 year): Money market, Low duration, Ultra short duration, Liquid

* Cut-off to be met by funds during all the month-ends in the respective quarter, along with Quarterly Average AUM

If a fund not ranked on basis of AUM in the preceding quarter meets the AUM criteria, it will be put on hold for one quarter and ranked in the subsequent
quarter provided that the AUM criteria is satisfied in the subsequent quarter as well

e Complete portfolio disclosure for all three months in the last quarter

e March 2017 onwards, CMFR introduced rankings for direct plans of the shortlisted funds as per the appropriate

categorisation, provided they have sufficient NAV history.
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Parametric weights

Equity categories:

Large cap, large & mid cap, multi
cap, mid cap, value/contra,

Category

Active return (%)
Mean returns (%)
Tracking error (%)
Volatility (%)

Company concentration
(%)

Industry concentration (%)
Equity - liquidity (%)

Time (years)

Hybrid categories:
Category
Mean return (%)
Volatility (%)
Company concentration (%)

Industry concentration / exposure to
sensitive sector (%)*

Equity - liquidity (%)

Debt - asset quality (%)

Debt liquidity (%)

Modified duration (%)

Count of Negative Returns (%)
Time (years)

K = Equity component in hybrid schemes

focused

55

25

10

Aggressive hybrid
50
25

5

10

10%*K
5%* (100-K)

59%* (100-K)

Small cap, infrastructure and

ELSS

55

25

10

Conservative hybrid
50

10

7.5%*K
17.5
7.5%* (100-K)

5

* Industry concentration for equity and exposure to sensitive sectors for debt portion of the portfolio
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Index / ETFs

100

Arbitrage
60

25

15
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Debt categories:

Category

Mean return (%)
Volatility (%)
Company concentration (%)

Exposure to sensitive sector
(%)

Debt - asset quality (%)
Debt liquidity (%)
Modified duration (%)

Time (years)

Gilt

50

25

15

10

3

Dynamic,

medium to long,
medium duration

50

10

17.5
7.5
5

3

Banking and PSU, corporate bond,
credit risk, short duration, low
duration, money market, ultra short
term

50

10

10
15
5

1
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Liquid

50

10

15

15

1

* Parametric weights for liquid category have been revised. 5% weight has been shifted from debt liquidity parameter to asset quality, compared with last quarter.
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About CRISIL Limited
CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets function better.

It is India’s foremost provider of ratings, data, research, analytics and solutions, with a strong track record of growth, culture of
innovation and global footprint.

It has delivered independent opinions, actionable insights, and efficient solutions to over 100,000 customers.

It 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 CRISIL 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 not a recommendation to invest / disinvest in any company / entity covered in the Report and no part of this report
should be construed as an investment advice. 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 Reg 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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