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ABSTRACT

Mutual fund industry is witnessing mushroom growth by offering wide variety of schemes suitable to varied needs of the
investors. Especially equity diversified schemes are considered as proxy for direct stock market investment. Hence it is high
time to understand about the performance appraisal system of these funds to identify the suitable fund for investment. Viewed
in this perspective an attempt is made in this article to analyze about the performance of the various types of equity funds.
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INTRODUCTION

Mutual fund is one of the most preferred financial products by In-
dian retail investors. The industry as such has mobilized about
Rs. 7,12,742 crores under its various schemes. There are now
42 asset management companies which manage mutual funds.
Among the various schemes offered by mutual funds equity diver-
sified mutual fund is considered as proxy for direct stock market
investment. The equity diversified funds can be broadly classified
into: 1. Equity Diversified schemes 2. Equity index schemes 3.
Equity tax planning schemes and 4. Equity sector schemes. In
this article an attempt is done to analyze about the performance of
all the categories of equity diversified mutual funds.

OBJECTIVES OF THE STUDY

The objective of the study is to appraise the performance of
the equity diversified mutual fund schemes based on return
and risk associated with the fund.

METHODOLOGY OF THE STUDY

Funds selected for the study

The open-ended equity diversified funds which is in existence
for at least last 3years and the top 5 performing funds among
them based on 3 years compounded annualized return is se-
lected for analysis and discussion.

Source of data:

The study is based on secondary sources of data collected
from the amfi web sites and respective asset management
company websites

Period of study:
The study is based on the daily NAV of the selected mutual
fund for the period from January 2009 to December 2011.

PARAMETERS USED FOR PERFORMANCE APPRAISAL
Compounded annualized return: It is a compounded annual
percentage growth over the period.

Beta:lt is a measure of volatility, or systematic risk of portfolio
or security in comparison to the market as a whole. A beta of 1

indicates that the securities price will move with the market. A
beta of less than 1 means that the security will be less volatile
than the market. A beta of greater than 1 indicates that the
security price will be more volatile than the market.

Correlation: Co-efficient of correlation allows in interpreting
the extent of association of fund return with the market return.

Standard Deviation: It is a statistic measure that measures
the variation in individual return from the average return over
a certain period of time.

Sharpe ratio: It is a risk-adjusted performance measure,
which measures the ratio of returns generated by the fund
over and above risk free rate of return and the total risk asso-
ciated with it. The Sharpe ratio for the fund can be calculated
by using the formula

Sharpe ratio (Sp)= (Rp-R()/GD

Where

S =Sharpe ratio for the fund

R = Average return on fund

o_= standard deviation of return on fund
R. = Return on risk free asset.

o o

Sortino ratio: The Sortino ratio, is modification of the Sharpe
ratio but penalizes only those returns falling below a required
rate of return. The required rate of return is often taken to be
the risk free rate of return. The sortino ratio is measured ac-
cording to the formula

Sortino Ratio (SR) = (R-R,)/ SD,

where R is the Mean annual return, Rf is risk-free return (or
Minimum Acceptable Return: MAR) and SDd is the downside
risk: SDd? = (1/n)  (r - R,)* where the sum (or average) in-
cludes only returns for which r <R,

FUNDS SELECTED FOR THE STUDY

On the basis of scheme selection methodology mentioned
under methodology of study, 20 schemes were selected for
the study, glimpse view of the same is shown in the Table-1.

Table-1

Equity Diversified Funds Selected for the Study

S. Launch Fund size as on

No. Name of the fund date 31.12.2011 Rs. in Crores Benchmark Index

Equity Diversified funds

1. |SBI Magnum sector funds Umbrella- Emerging business fund- Growth [17.9.2004 |455.79

BSE 500

2. |ICICI Prudential Discovery fund- IP- Growth

10.3.2006 [1,664.73 CNX Mid cap
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3. |ICICI Prudential Discovery fund- Growth 16.8.2004 |1,664.73 Mid CNX cap
4. |Canara Robeco Emerging equities- Growth 11.3.2005 |37.72 CNX Mid cap
5. [Religare mid N small cap fund- Growth 17.3.2008 CNX Mid cap
Equity Index funds
1 _|HDFC Index fund- Sensex plus plan 17.7.2002 |75.71 BSE sensex
2 _|ICICI Prudential index fund 26.2.2002 |93.64 S&P Nifty
3 |UTI Master Index fund- Growth 1.6.1998 160.08 BSE sensex
4 |Franklin India Index fund- BSE sensex plan- Growth 26.3.2004 |51.4 BSE sensex
5 [Franklin India Index fund- NSE Nifty plan- Growth 26.3.2004 [147.95 S&P Nifty
Equity Tax planning funds
1 __|ICICI prudential tax plan-Growth 19.8.1999 [1,197.24 S&P Nifty
2 |Canara Robeco Equity Tax saver- Growth 2.3.1993 |307.47 BSE 100
3 |HDFC Tax saver-Growth 13.6.1996 |2,880.17 CNX 500
4 |HDFC long-term advantage fund- Growth 2.1.2001 |819.52 BSE sensex
5 |ING Tax Saving fund- Growth 28.3.2004 30.17 BSE 100
Equity Sector funds
1 __[Reliance Pharma fund -Growth 5.6.2004 |573.43 BSE-HC
2 _|ICICI Prudential Technology fund- Growth 3.3.2000 |101.02 BSE- teck
3 |Sahara Banking & Financial services fund- Growth 16.9.2008 [20.81 CNX Bank
4 |Franklin Info Tech Fund- Growth 22.8.1998 [119.25 BSE- IT
5 |[Birla sun life MNC fund- Growth 22.4.1994 [240.5 CNX MNC
Source: www.valueresearch.com
DATA ANALYSIS AND INTERPRETATION
Table-2
Equity Diversified Fund with Parameters Used for Performance Appraisal

3 years compounded  |Bench-mark - Standard |Sharpe [Sortino
Parameters Scheme Name anynualized rgturn Index & Return [Beta |Correlation |5ayiation Ratiop Ratio
SBI Magnum sector funds Umbrella- BSE 500
Emergir?g business fund- Growth 46.28% 25.50% 1.02 10.98 4.66 0.09 0.14
ICICI Prudential Discovery fund- IP- CNX Mid ca
Growth ry 43.85% 50 7900 ¢2P |0.86 (0.85 3.80 011|017
ICICI Prudential Discovery fund- CNX Mid ca
Growth i 42.30% 50 7900 ¢2P |0.87 [0.85 3.80 011|018
Canara Robeco Emerging equities- CNX Mid ca
gahara ging €q 40.79% 50 7900 ¢2P |0.89 |0.88 3.92 009 [0.14
Religare mid N small cap fund- CNX Mid ca
Croodt P 40.09% 50 7900 ¢@P |0.80 [0.78 3.47 010 |0.15

Source: Computed from monthly NAV of respective funds

From table-2 we could understand that the return of equity
diversified mutual fund ranges from 46.28% to 40.09%. Com-
parison of the funds return with the benchmark return shows
that all the funds have produced return above its respective
benchmark. SBI Magnum sector funds Umbrella- Emerging
business fund- Growth have recorded a highest return of
46.28%.

Risk analysis of the equity diversified fund based on beta
shows that except for SBI Magnum sector funds Umbrella-

Emerging business fund- Growth (=1.02), other funds are
less volatile than the market. Correlation value of all the equi-
ty diversified funds show a strong positive correlation with the
market ranging from 0.98 to 0.78. Standard deviation value of
the selected funds ranges from 3.47 to 4.66.

Risk-adjusted performance measure based on Sharpe ratio
depicts that ICICI Prudential Discovery fund- IP- Growth and
ICICI Prudential Discovery fund- Growth performs well when
compared to other funds. Sortino ratio also depicts that ICICI
Prudential Discovery fund- Growth performs best, when com-
pared to other top 5 performing funds.

EZTiiflndex Fund with Parameters Used for Performance Appraisal

Parameters Scheme Name |3 sa somegunded [Benchmatc oot [comeiton [SEngard [Soae [Sopie
rI;Ilgrf]:C Index fund- Sensex plus 25.30 ggEBSensex 0.83 |0.82 3.50 0.06 0.09
ICICI Prudential index fund 22.95 SSb Nifty 101 [0.98 4.11 0.04 |0.06
UTI Master Index fund- Growth ~ [22.76 BSEgensex 1100 |0.97 4.10 003 [0.05
e e fund-BSE 122 49 BSEgensex 1099 |0.97 4.08 0.04 [0.06
Eﬁﬁg'ﬁ}g;{‘%ﬁ;@?ﬁx fund-NSE |55 36 SSh ity 0.99 [0.97 4.05 003 |0.05

Source: Computed from monthly NAV of respective funds

Table-3 depicts that equity index funds return ranges from
25.30% to 22.36%. All the equity index funds have produced
the return nearing to its benchmark. Beta value analysis
shows that risk level involved in the equity index funds is very
close to the market. HDFC Index fund (=0.83) have slightly
lower side risk when compared to the market. Correlation

value also depicts that all the equity funds are positively cor-
related with the market.

Risk adjusted performance measure based on Sharpe ratio
and Sortino ratio reveals that HDFC Index fund- Sensex plus
(Sp=0.06, SR= 0.09) gives superior risk adjusted return when
compared to other funds.
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Table-4

Equity Tax planning Fund with Parameters Used for Performance Appraisal

3 years compounded |Bench-mark ’ Standard |Sharpe [Sortino

Parameters Scheme Name anynualized rgturn Index & Return |Beta |Correlation |5cyiation Ratiop Ratio
ICICI prudential tax plan-Growth |35.38 S&E ity 0.83 |0.81 3.64 0.08  [0.11
Canara Robeco Equity Tax saver-|33 44 BSE 100 0.81 |0.66 3.03 018  [0.37
HDFC Tax saver-Growth 32.07 SRN% 800 0.83 |0.82 3.46 0.08  [0.11
HDFC long-term advantage fund- BSE sensex

Crowth "9 g 30.59 5553 0.80 {0.80 3.47 007  [0.10
ING Tax Saving fund- Growth  |30.49 BSE00 0.93 |0.91 4.11 006  |0.08

Source: Computed from monthly NAV of respective funds

Table-4 depicts that equity tax planning funds 3 years annual-
ized return ranges from 35.35% to 30.49%. And also all the
funds have produced the return above its benchmark. Beta
value reveals that all the funds have risk less than the mar-
ket. Correlation value reveals that all the tax planning funds
are positively correlated to the market. Among the top 5 per-

forming index funds correlation of fund with market is less in
case of Canara Robeco Equity Tax saver- Growth (y=0.66).
Standard deviation of the tax planning funds ranges from 4.11
to 3.64.

Risk adjusted performance measure based on Sharpe ratio
and Sortino ratio reveals that Canara Robeco Equity Tax sav-
er- Growth (Sp=0.18, SR= 0.37) performs the best.

E]Tii;ssector Fund with Parameters Used for Performance Appraisal

Rarag oS S e e tomn ~ |Indox & Retum _ |Beta |Correlation  |BEMGATS  [Rhare  |BoHe
Reliance Pharma 144 71 BSEHC 091 |0.88 3.13 0.18 0.29
t‘%ﬁﬁ[&&? et |42.47 e eck 0.88 [0.86 3.62 0.08  |0.12
%E%?%i%%ﬁ?&? 40.98 SNX Bank 0.62 (0.6 3.95 013 |0.25
Frankiin Info Tech 140,04 ST 0.89 [0.88 3.67 009 |0.13
Birla sun lite MNC 138 11 SNXVMNC 074 [0.72 2.79 0.15 0.21

Source: Computed from monthly NAV of respective funds

Table-5 depicts that the return of equity sector fund ranges
from 44.71% to 38.11% and all the funds have performed
above the benchmark. Beta value reveals that all the equity
sector funds risk level is below the market. Among the top 5
performing sector fund Sahara Banking & Financial services
fund- Growth (8= 0.60) and Birla sun life MNC fund- Growth
(B= 0.72) possess less risk than the market. Correlation value
of equity sector fund depicts that all the funds are positive-
ly correlated with the market. But again Sahara Banking &
Financial services fund- Growth (y= 0.60) and Birla sun life
MNC fund- Growth (y = 0.72) are less correlated with the mar-
ket.

Risk adjusted performance based on Sharpe and Sortino ra-
tio reveals that the Reliance Pharma fund —Growth (Sp=0.18,
SR= 0.29) gives superior performance when compared to
other funds.
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Conclusion:

The article spot lights that the fact that the different equity di-
versified schemes provides with the different levels of return.
Based on 3 years compounded annualized return SBI Mag-
num sector funds Umbrella- Emerging business fund- Growth
(46.28%) has performed best in case of equity diversified
fund. Among index funds HDFC Index fund- Sensex plus plan
(25.30%) has performed best. Equity tax planning and eg-
uity sector fund reveals the fact that the ICICI prudential tax
plan-Growth (35.38%) and Reliance Pharma fund -Growth
(44.71%) have performed the best. Hence based on the risk
appetite the investors should choose the funds. Investors
should also be aware of the fact that to appraise the funds
performance, the fund return should be compared with its
benchmark return. Knowing about risk adjusted performance
measure will also help the investor to identify the best per-
forming fund.
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