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I. Introduction 

A. Definitions/interpretation  

The detailed definitions/ interpretations refer to the link on website of the mutual fund viz. 
https://www.sundarammutual.com/sid-kim-disclosures  

 

B. Risk factors 

Standard Risk Factors 

• Mutual Funds and securities investments are subject to market risks and there is no assurance or guarantee 
that the objectives of the Scheme will be achieved. 

• The main types of risks to which the Scheme is exposed are risk of capital loss, market risk, currency risk, 
liquidity risk, credit risk, counter party default risk, to name a few. 

• As the price / value / interest rates of the securities in which the Scheme invests fluctuates, the value of 
your investment in the Scheme may go up or down. 

• As with any investment in securities, the NAV of the Units issued under the Scheme can go up or down 
depending on the factors and forces affecting the capital markets. 

• The NAV may be affected by factors such as market conditions, level of interest rates, market-related 
factors, trading volumes, settlement periods, transfer procedures, price/interest rate risk, credit risk, 
government policy, volatility and liquidity in markets, exchange rate, geo-political development, to name a 
few. 

 

• Past performance of the Sponsor/Investment Manager/Mutual Fund does not guarantee future 
performance of the Scheme. 

• The names of each Scheme does not in any manner indicate either the quality of the Scheme or its future 
prospects and returns. 

• Change in Government policy in general and changes in tax benefits applicable to mutual funds may impact 
the returns to Investors in the Scheme. 

• Unit holders should be aware that the relevant fiscal rules and their interpretation might change. As is the 
case with any investment, there can be no guarantee that the tax position or the proposed tax position 
prevailing at the time of investment in the Scheme will endure indefinitely. In view of the individual nature 
of tax consequences, each Investor/Unit holder is advised to consult his/her own professional tax advisor. 

• The sponsor is not responsible or liable for any loss resulting from the operation of the Scheme beyond the 
initial contribution of Rs 1 lakh made towards setting up the Fund. 

• The Scheme is not a guaranteed or assured return Scheme. 

Scheme-Specific Risks 

The scheme strategy is to invest in companies which are relatively undervalued compared to its peers. Hence, 
evaluation of companies from value perspective may exclude companies which may not be considered a value 
investment, hence the Scheme may forgo some market opportunities available to the Scheme. 

Value investing involves the risk that the market will not recognize a security's intrinsic value for a long time, or that 
a security thought to be undervalued may actually be appropriately priced when purchased. Hence, the return 
expectation from such investments will not be met. 

i. Risks associated with investing in Equities 

The Scheme being an equity scheme will be affected by the risks associated with the equity market. 
Equity and Equity related instruments on account of its volatile nature are subject to price fluctuations 
on daily basis. The volatility in the value of the equity and equity related instruments is due to various 
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micro and macro-economic factors affecting the securities markets. This may have adverse impact on 
individual securities /sector and consequently on the NAV of Scheme. 

The inability of the Scheme to make intended securities purchases due to settlement problems could 
cause the Scheme to miss certain investment opportunities as in certain cases, settlement periods may 
be extended significantly by unforeseen circumstances. Similarly, the inability to sell securities held in 
the schemes portfolio may result, at times, in potential losses to the scheme, should there be a 
subsequent decline in the value of the securities held in the schemes portfolio. 

Trading volumes, settlement periods and transfer procedures may restrict the liquidity of the 
investments. This may impact the ability of the unit holders to redeem their units. In view of this, the 
Trustee has the right, in its sole discretion to limit redemptions (including suspending redemptions) 
under certain circumstances. 

The Scheme may find itself invested in unlisted securities due to external events or corporate actions. 
This may increase the risk of the portfolio as these unlisted securities are inherently illiquid in nature 
and carry larger liquidity risk as compared to the listed securities or those that offer other exit options 
to the investors. 

Investments in equity and equity related securities involve high degree of risks and investors should not 
invest in the Scheme unless they can afford to take the risk of losing their investment. 

ii. Risks associated with investing in Bonds: 

Investment in Debt is subject to price, credit, and interest rate risk. The NAV of the Scheme may be 
affected, inter alia, by changes in the market conditions, interest rates, trading volumes, settlement 
periods and transfer procedures. 

Corporate debt securities are subject to the risk of an issuer’s inability to meet interest and principal 
payments on its debt obligations (credit risk). Debt securities may also be subject to price volatility due 
to factors such as changes in interest rates, general level of market liquidity and market perception of 
the creditworthiness of the issuer, among others (market risk). The Investment Manager will endeavor 
to manage credit risk through in-house credit analysis. The Scheme may also use various hedging 
products from time to time, as are available and permitted by SEBI, to attempt to reduce the impact of 
undue market volatility on the Scheme’s portfolio. 

The NAV of the Scheme’s Units, to the extent that the Scheme is invested in fixed income securities, will 
be affected by changes in the general level of interest rates. When interest rates decline, the value of a 
portfolio of fixed income securities can be expected to rise. Conversely, when interest rates rise, the 
value of a portfolio of fixed income securities can be expected to decline. 

Investing in Bonds and Fixed Income securities are subject to the risk of an Issuer’s inability to meet 
principal and interest payments obligation (credit risk) and may also be subject to price volatility due to 
such factors as interest rate sensitivity, market perception of the creditworthiness of the issuer and 
general market liquidity (market risk). 

The timing of transactions in debt obligations, which will often depend on the timing of the Purchases 
and Redemptions in the Scheme, may result in capital appreciation or depreciation because the value 
of debt obligations generally varies inversely with the prevailing interest rates. 

a. Interest Rate Risk 

As with all debt securities, changes in interest rates will affect the Scheme’s Net Asset Value as the 
prices of securities generally increase as interest rates decline and generally decrease as interest 
rates rise. Prices of longer-term securities generally fluctuate more in response to interest rate 
changes than do shorter-term securities. Interest rate movements in the Indian debt markets can 
be volatile leading to the possibility of large price movements up or down in debt and money market 
securities and thereby to possibly large movements in the NAV. 
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b. Liquidity or Marketability Risk 

This refers to the ease at which a security can be sold at or near its true value. The primary measure 
of liquidity risk is the spread between the bid price and the offer price quoted by a dealer. Liquidity 
risk is characteristic of the Indian fixed income market. 

c. Credit Risk 

Credit risk or default risk refers to the risk which may arise due to default on the part of the issuer 
of fixed income security (i.e. will be unable to make timely principal and interest payments on the 
security). Because of this risk debentures are sold at a yield spread above those offered on Treasury 
securities, which are sovereign obligations and generally considered to be free of credit risk. 
Normally, the value of a fixed income security will fluctuate depending upon the actual changes in 
the perceived level of credit risk as well as the actual event of default. 

d. Reinvestment Risk 

This risk refers to the interest rate levels at which cash flows received from the securities in the Scheme 
or from maturities in the Scheme are reinvested. The additional income from reinvestment is the 
“interest on interest” component. The risk refers to the fall in the rate for reinvestment of interim 
cashflows. 

e. Risks associated with various types of securities 

Different types of securities in which the scheme would invest as given in the Scheme Information 
Document carry different levels and types of risk. Accordingly, the scheme’s risk may increase or 
decrease depending upon its investment pattern e.g. corporate bonds, carry a higher level of risk than 
Government securities. Further even among corporate bonds, bonds which are AAA rated are 
comparatively less risky than bonds which are AA rated. 

iii. Risks associated with investing in Overseas / Foreign Securities 

The Fund may invest in overseas debt / equities / ADR’s / GDR’s with the approval of RBI/SEBI, subject 
to such guidelines as may be issued by RBI/SEBI. The net assets, distributions and income of the scheme 
may be affected adversely by fluctuations in the value of certain foreign currencies relative to the Indian 
Rupee to the extent of investments in these securities. Repatriation of such investment may also be 
affected by changes in the regulatory and political environments. The scheme’s NAV may also be affected 
by a fluctuation in the general and specific level of interest rates internationally, or the change in the 
credit profiles of the issuers. 

Subject to necessary approvals and within the investment objectives of the Scheme, the Scheme may 
invest in overseas markets which carry a risk on account of fluctuations in foreign exchange rates, nature 
of securities market of the country concerned, repatriation of capital due to exchange controls and 
political circumstances. 

To the extent that the assets of the schemes will be invested in securities denominated in foreign 
currencies, the Indian rupee equivalent of the net assets, distributions and income may be adversely 
affected by changes in the value of certain foreign currencies relative to the Indian rupee (if Indian rupee 
appreciates against these foreign currencies). The repatriation of capital to India may also be hampered 
by changes in regulations concerning exchange controls or political circumstances as well as the 
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application to it of other restrictions on investment. The scheme may have to pay applicable taxes on 
gains from such investment. 

As regards foreign equity securities that are traded on exchanges that are not located in India basis of 
valuation will depend on the time zone of the respective country. For exchanges located in countries, 
with time zone earlier than India, the NAV will be calculated based on the closing price of the foreign 
equity security and the prevailing exchange rate on that date. For exchanges located in countries, with 
time zone later than India, the NAV will be calculated based on the closing price of the foreign equity 
security and the prevailing exchange rate of the previous date. 

Subject to the Regulations, the investments may be in securities which are listed or unlisted, secured or 
unsecured, rated or unrated, and acquired through secondary market purchases, RBI auctions, open 
market sales conducted by RBI etc., Initial Public Offers (IPOs), other public offers, placements, rights, 
offers, negotiated deals, etc. 

To avoid duplication of portfolios and to reduce expenses, the Scheme may invest in any other schemes 
of the Fund to the extent permitted by the Regulations. In such an event, AMC will not charge 
management fees on the amounts of the Schemes so invested, unless permitted by the Regulations. 

Additional Risk Factors 

The risk associated with underlying stocks remain the same except for the additional risk of fluctuation 
in the exchange rate of the Indian Rupee vis-à- vis US Dollar – the currency in which GDRs / ADRs are 
denominated. To manage risks associated with the portfolio, foreign currency and interest rate exposure, 
the Fund may use / invest in derivatives for efficient portfolio management including hedging and in 
accordance with the conditions as may be stipulated by SEBI / RBI. The Fund also hereby avers that 
offshore investments shall be made subject to any / all approvals, as well as the conditions thereof as 
may be stipulated by SEBI / RBI and provided such investments do not result in expenses to the fund in 
excess of the ceiling, if any, on the expenses prescribed by SEBI. The expenses to the fund shall be limited 
to the level which, in the opinion of the Fund, is reasonable and consistent with the costs and expenses  

attendant to international investing. The Fund may, where necessary, appoint other intermediaries of 
repute such as advisors, submanagers, sub-custodian etc. for managing and administering such 
investments. The appointment of such intermediaries shall be in accordance with the applicable 
requirements of SEBI and within the permissible ceilings of expenses. The fees and expenses would 
illustratively include, besides the investment management fee, custody fees and costs, fees of appointed 
overseas advisors and submanagers, transaction costs, and overseas regulatory costs. 

 

iv. Risk associated with investing in Derivatives 

a. Valuation Risk 

The risk in valuing the Debt & Equity derivative products due to inadequate trading data with 
good volumes. Derivatives with longer duration would have higher risk viz a viz the shorter 
duration derivatives. 

b. Mark to Market Risk 

The day-to-day potential for an investor to experience losses from fluctuations in underlying 
stock prices and derivatives prices. 

c. Systematic Risk 

The risk inherent in the capital market due to macro economic factors like Inflation, GDP, Global 
events. 

d. Liquidity Risk 

The risk stemming from the lack of availability of derivatives products across different maturities 
and with different risk appetite. 
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e. Implied Volatility 

The estimated volatility of an underlying security’s price and derivatives price. 

f. Interest Rate Risk 

The risk stemming from the movement of Interest rates in adverse direction. As with all the debt 
securities, changes in the interest rates will affect the valuation of the portfolios. 

g. Counterparty Risk (Default Risk) 

Default risk is the risk that losses will be incurred due to the default by the counterparty for over 
the counter derivatives.  

h. System Risk 

The risk arising due to failure of operational processes followed by the exchanges and OTC 
participants for the derivatives trading. 

v. Risk attached with the use of derivatives 

Derivative products are leveraged instruments and can provide disproportionate gains as well as 
disproportionate losses to the investor. Execution of such strategies depends upon the ability of the 
fund manager to identify such opportunities. Identification and execution of the strategies to be pursued 
by the fund manager involve uncertainty and decision of fund manager may not always be profitable. 
No assurance can be given that the fund manager will be able to identify or execute such strategies. 

The risks associated with the use of derivatives are different from or possibly greater than, the risks 
associated with investing directly in securities and other traditional investments. AMC NAM the portfolio 
as a result of the failure of another party (usually referred to as the “counter party”) to comply with the 
terms of the derivatives contract. Other risks in using derivatives include the risk of mispricing or 
improper valuation of derivatives and the inability of derivatives to correlate perfectly with underlying 
assets, rates and indices. Thus, derivatives are highly leveraged instruments. Even a small price 
movement in the underlying security could have a large impact on their value. Also, the market for 
derivative instruments is nascent in India. 

 

vi. Risk Associated with Securitised Debt 

The Scheme may invest in Securitised debt. 

As with any other debt instrument, the following risk factors have to be taken into consideration while 
investing in PTCs:  

a. Credit Risk 

Since most of the PTCs are drawn from a cherry picked pool of underlying assets, the risk of delay / 
default due to poor credit quality is low. Further more most of the PTCs enjoy additional cashflow 
coverage in terms of subordination by another lower class of PTCs or in terms of excess cash 
collateralization. 

b. Liquidity Risk 

Historically the secondary market volume of securitised papers has been limited. This could limit the 
ability of the fund to resell them. Secondary market trades could be at a discount or premium 
depending upon the prevailing interest rates. 

c. Price Risk / Interest Rate Risk 

The price risk of these instruments shall be in line with the maturity / duration of such instruments. 
However given the fact that these instruments will have a maturity profile upto 2 years, the duration 
risk is relatively less. Domestic Securitised debt can have different underlying assets and these assets 
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have different risk characteristics. 

These may be as given in the following example: 

Security 1 -Backed by receivables of personal loans originated by SFL Bank 

Security2 - Senior Series Pass Through Certificates backed by commercial vehicles and two-wheeler 
loan and loan receivables from SAMC Bank Limited. 

Specific Risk Factors: Loss due to default and/or payment delay on Receivables, Premature 
Termination of Facility Agreements, Limited loss cover, Delinquency and Credit Risk, Limited 
Liquidity and Price Risk, Originator/Collection Agent Risk, Bankruptcy of the Originator, Co-mingling 
of funds 

vii. Risk associated with Securities Lending 

Securities Lending is a lending of securities through an approved intermediary to a borrower under an 
agreement for a specified period with the condition that the borrower will return equivalent securities 
of the same type or class at the end of the specified period along with the corporate benefits accruing 
on the securities borrowed. In case the Scheme undertakes stock lending under the Regulations, it may, 
at times be exposed to counter party risk and other risks associated with the securities lending. 
Unitholders of the Scheme should note that there are risks inherent to securities lending, including the 
risk of failure of the other party, in this case the approved intermediary, to comply with the terms of the 
agreement entered into between the lender of securities i.e. the Scheme and the approved 
intermediary. Such failure can result in the possible loss of rights to the collateral put up by the borrower 
of the securities, the inability of the approved intermediary to return the securities deposited by the 
lender and the possible loss of any corporate benefits accruing to the lender from the securities 
deposited with the approved intermediary. 

The risks in lending portfolio securities, as with other extensions of credit, consist of the failure of 
another party, in this case the approved intermediary, to comply with the terms of agreement entered 
into between the lender of securities i.e. the Scheme and the approved intermediary. Such failure to 
comply can result in the possible loss of rights in the collateral put up by the borrower of the securities, 
the inability of the Approved Intermediary to return the securities deposited by the lender and the 
possible loss of any corporate benefits accruing to the lender from the securities deposited with the 
approved intermediary. 

viii. Other Scheme Specific Risk factors: 

a. The liquidity of the Scheme’s investments may be inherently restricted by trading volumes, 
settlement periods and transfer procedures. In the event of an inordinately large number of 
redemption requests, or of a re-structuring of the Scheme’s investment portfolio, these periods may 
become significant. 

b. Although the objective of the Fund is to generate optimal returns, the objective may or may not be 
achieved. The investors may note that if the AMC/Investment Manager is not able to make the right 
decision regarding the timing of increasing exposure in debt securities in times of falling equity 
market, it may result in negative returns. Given the nature of the scheme, the portfolio turnover 
ratio may be on the higher side and the AMC may change the full portfolio commensurate with the 
investment decisions and Asset Allocation of the Scheme. At times, such churning of portfolio may 
lead to losses due to subsequent negative or unfavorable market movements. 

c. The tax benefits described in this Scheme Information Document are as available under the present 
taxation laws and are available subject to relevant conditions. The information given is included only 
for general purpose and is based on advice received by the AMC regarding the law and practice 
currently in force in India and the Unit holders should be aware that the relevant fiscal rules or their 
interpretation may change. As is the case with any investment, there can be no guarantee that the 
tax position or the proposed tax position prevailing at the time of an investment in the Scheme will 
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endure indefinitely. In view of the individual nature of tax consequences, each Unit holder is advised 
to consult his / her own professional tax advisor. 

ix. Risk Factors Associated with Investments in REITs and InvITS: 

• Market Risk: REITs and InvITs Investments are volatile and subject to price fluctuations on a 
daily basis owing to factors impacting the underlying assets. AMC/Fund Manager’s will do 
the necessary due diligence but actual market movements may be at variance with the 
anticipated trends. 

• Liquidity Risk: As the liquidity of the investments made by the Scheme(s) could, at times, be 
restricted by trading volumes, settlement periods, dissolution of the trust, potential delisting of 
units on the exchange etc, the time taken by the Mutual Fund for liquidating the investments in 
the scheme may be high in the event of immediate redemption requirement. Investment in such 
securities may lead to increase in the scheme portfolio risk. 

• Reinvestment Risk: Investments in REITs & InvITs may carry reinvestment risk as there could be 
repatriation of funds by the Trusts in form of buyback of units or IDCW pay-outs, etc. 
Consequently, the proceeds may get invested in assets providing lower returns. 

• Regulatory/Legal Risk: REITs and InvITs being new asset classes, rights of unit holders such as 
right to information etc may differ from existing capital market asset classes under Indian Law. 

The above are some of the common risks associated with investments in REITs &InvITs. There can be no 
assurance that a Scheme’s investment objectives will be achieved, or that there will be no loss of capital. 
Investment results may vary substantially on a monthly, quarterly or annual basis 

x. Other Risk Factors: 

a. Credit And Rating Downgrade Risk, Prepayment And Foreclosures Risk for Senior PTC Series, 
Servicing Agent Risk, Co-mingling Risk, and Bankruptcy of the Seller. 

b. The NAV of the scheme to the extent invested in Debt and Money market securities are likely to be 
affected by changes in the prevailing rates of interest and are likely to affect the value of the 
Scheme’s holdings and thus the value of the Scheme’s Units. 

c. The AMC may, considering the overall level of risk of the portfolio, invest in lower rated/ unrated 
securities offering higher yields. This may increase the risk of the portfolio. 

d. Securities which are not quoted on the stock exchanges are inherently illiquid in nature and carry a 
larger amount of liquidity risk, in comparison to securities that are listed on the exchanges or offer 
other exit options to the investor, including a put option. The AMC may choose to invest in unlisted 
securities that offer attractive yields. This may increase the risk of the portfolio. 

e. While securities that are listed on the stock exchange carry lower liquidity risk, the ability to sell 
these investments is limited by the overall trading volume on the stock exchanges. Money market 
securities, while fairly liquid, lack a well-developed secondary market, which may restrict the selling 
ability of the Scheme and may lead to the Scheme incurring losses till the security is finally sold. 

f. Investment decisions made by the AMC may not always be profitable, even though it is intended to 
generate capital appreciation and maximize the returns by actively investing in equity and equity 
related securities. 

g. The AMC carries out valuation of investments made by the Scheme. The AMC values Securities and 
assets in the Scheme according to the valuation policies described in the Statement of Additional 
Information. 

 

 

 



Sundaram Value Fund Scheme Information Documents 

www.sundarammutual.com Sundaram Mutual Fund 35 

 

 

C. Risk Mitigation Strategies 

 

Type of Risks  Measures/ Strategies to control risks 

Equity Markets/ Equity Oriented 
Instruments 

• Investment strategy: The fund will comply 
with the prescribed SEBI limits on exposure. 
Risk is monitored and necessary action 
would be taken on the portfolio, if required. 
Attribution analysis is done to monitor the 
under or over performance vis a vis the 
benchmark and the reasons for the same. 

• Portfolio volatility & concentration: The 
overall volatility of the portfolio would be 
maintained in line with the objective of the 
scheme Volatility would be monitored with 
respect to the benchmark and peer set. 

• Liquidity: The scheme predominantly 
invests across market capitalisations which 
are actively traded and thereby liquid. The 
fund manager may also keep some portion 
of the portfolio in debt and money market 
instruments and/or cash within the 
specified asset allocation framework for the 
purpose of meeting redemptions. The 
liquidity would be monitored and necessary 
action would be taken on the portfolio if 
required. Stock turnover is monitored at 
regular intervals.  

Debt and Money Market instruments • Credit Risk: Management analysis will be 
used for identifying company specific risks. 
Management’s past track record will also be 
studied. In order to assess financial risk a 
detailed assessment of the issuer’s financial 
statements will be undertaken. 

• Price-Risk or Interest-Rate Risk: The 
Scheme may primarily invest the debt 
portion of the portfolio in short term debt & 
money market instruments, units of Liquid 
and Overnight schemes thereby mitigating 
the price volatility due to interest rate 
changes generally associated with long-
term securities. 

• Risk of Rating Migration: The Scheme may 
primarily invest the debt portion of the 
portfolio in shortterm debt & money market 
instruments, units of Liquid and Overnight 
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schemes thereby mitigating the risk of 
rating migration generally associated with 
long-term securities. 

• Basis Risk: The debt allocation of scheme 
is primarily as a cash management strategy 
and such strategy returns are expected to 
reflect the very short term interest rate 
hence investment is done in short term debt 
and money market instruments. 

• Spread Risk: The Scheme may primarily 
invest the debt portion of the portfolio in 
short-term debt & money market 
instruments, units of Liquid and Overnight 
schemes thereby mitigating the risk of 
spread expansion which is generally 
associated with long-term securities 

• Reinvestment Risk: The debt allocation of 
scheme is primarily as a cash management 
strategy and such strategy returns are 
expected to reflect the very short-term 
interest rate hence investment is done in 
short term debt and money market 
instruments. Reinvestment risks will be 
limited to the extent of debt instruments, 
which will be a very small portion of the 
overall portfolio value. 

• Liquidity Risk: The Scheme may, however, 
endeavor to minimize liquidity risk by 
primarily investing the debt portion of the 
portfolio in relatively liquid short-term debt 
& money market instruments, units of 
Liquid and Overnight schemes. 

Derivatives The Scheme may invest in derivative for the 
purpose of hedging, portfolio balancing and 
other purposes as may be permitted under 
the Regulations. Equity Derivatives will be 
used in the form of Index Options, Index 
Futures, Stock Options and Stock Futures 
and other instruments as may be permitted 
by SEBI. Exposure with respect to 
derivatives shall be in line with regulatory 
limits and the limits specified in the SID. The 
Risk Team would monitor the various 
parameters of derivatives exposure to 
ensure risk levels are at an optimal level in 
line with the objective of the scheme. 
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Securities Lending The SLB shall be operated through Clearing 
Corporation/Clearing House of stock 
exchanges having nation-wide terminals 
who are registered as Approved 
Intermediaries (AIs).” The risk is adequately 
covered as Securities Lending & Borrowing 
(SLB) is an Exchange traded product. 
Exchange offers an anonymous trading 
platform and gives the players the 
advantage of settlement guarantee without 
the worries of counter party default. 
However, the Fund may not be able to sell 
such lent securities during contract period 
or have to recall the securities which may be 
at higher than the premium at which the 
security is lent 

Currency The scheme subject to applicable 
regulations shall have the option to enter 
into forward contracts for the purpose of 
hedging against the foreign exchange 
fluctuations. The Schemes may employ 
various measures (as permitted by SEBI/RBI) 
including but not restricted to currency 
hedging (such as currency options and 
forward currency exchange contracts, 
currency futures, written call options and 
purchased put options on currencies and 
currency swaps), to manage foreign 
exchange movements arising out of 
investment in foreign securities. All currency 
derivatives trade, if any will be done only 
through the stock exchange platform 

Repo Transactions This risk is largely mitigated, as the choice of 
counterparties is largely restricted and their 
credit rating is taken into account before 
entering into such transactions. Also, 
operational risks are lower as such trades 
are settled on a DVP basis. In the event the 
counterparty is unable to pay back the 
money to the scheme as contracted on 
maturity, the scheme may dispose of the 
assets (as they have sufficient margin) and 
the net proceeds may be refunded to the 
counterparty. 
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REITs and InvITS The fund will comply with the prescribed 
SEBI limits on exposure. The scheme will 
endeavour to invest in liquid REITs & InvITs. 

Structured Obligation (SO) & Credit 
Enhancement (CE) rated securities 

Scheme wise investments as prescribed by 
the regulations limits the exposure to such 
securities. Additionally, covenants of such 
structured papers are reviewed periodically 
for adequate maintenance of covers as 
prescribed in the Information 
Memorandum of such papers. 

Government securities and Triparty repo 
on Government securities or treasury bills: 

As a member of securities segment and 
Triparty repo segment, maintenance of 
sufficient margin is a mandatory 
requirement. CCIL monitors these on a real 
time basis and requests the participants to 
provide sufficient margin to enable the 
trades etc. Also, there are stringent 
conditions / requirements before 
registering any participants by CCIL in these 
segments. Since settlement is guaranteed 
the loss on this account could be minimal 
though there could be an opportunity loss. 

Units of mutual fund schemes Mutual Fund portfolios are generally well 
diversified and typically endeavor to provide 
liquidly on aT+1/T+2 basis and aim to 
mitigate any risks arising out of underlying 
investments. 

 

Securitized Debt: 

 

The investments in domestic securitized debt will be made only after giving due consideration to factors such as but not 
limited to the securitization structure, quality of underlying receivables, credentials of the servicing agent, level of credit 
enhancement, liquidity factor, returns provided by the securitized paper vis-a-vis other comparable investment alternatives. 

Although the returns provided by securitized debt could be higher, one must not lose sight of the fact that risks also exist with 
regard to investments in securitized debt. Investments in pass-through certificates of a securitization transaction represent 
an undivided beneficial interest in the underlying receivables and do not represent an obligation of either the issuer or the 
seller, or the parent of the seller, or any affiliate of the seller or the issuer or the trustee in its personal capacity, save to the 
extent of credit enhancement to be provided by the credit enhancer. The trust’s principal asset will be the pool of underlying 
receivables. The ability of the trust to meet its obligations will be dependent on the receipt and transfer to the designated 
account of collections made by the servicing agent from the pool, the amount available in the cash collateral account, and 
any other amounts received by the trust pursuant to the terms of the transaction documents. However, the credit 
enhancement stipulated in a securitization transaction represents a limited loss cover only. Delinquencies and credit losses 
may cause depletion of the amount available under the cash collateral account and thereby the scheduled payouts to the 
investors may get affected if the amount available in the cash collateral account is not enough to cover the shortfall. 

Further Unit holders are requested to refer below the disclosure relating to investments in securitized debt, in the SEBI 
prescribed format: 
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(i) How the risk profile of securitized debt fits into the risk appetite of the Scheme: 

 The Scheme seeks to generate an attractive return, consistent with prudent risk, from a portfolio which is substantially 
constituted of quality debt securities. In line with the investment objective, securitised debt instruments having a high credit 
quality commensurate with other debt instruments in the portfolio will be considered for investment. 

(ii) Policy relating to originators based on nature of originator, track record, NPAs, losses in earlier securitized debt, etc 

 The parameters used to evaluate originators are 

•   Track record  

•   Willingness to pay, through credit enhancement facilities etc. 

•   Ability to pay  

•  Business risk assessment, wherein following factors are also considered: - 

  

• Outlook for the economy (domestic and global)  

• Outlook for the industry - Company specific factors. 

 In addition a detailed review and assessment of rating rationale is done including interactions with the originator as 
well as rating agency.  

Critical Evaluation Parameters (for pool loan) regarding the originator / underlying issuer: 

• Default track record/ frequent alteration of redemption conditions / covenants  

• High leverage ratios of the ultimate borrower - both on a standalone basis as well on a consolidated level/ 
group level  

• Higher proportion of re-schedulement of underlying assets of the pool or loan, as the case may be  

• Higher proportion of overdue assets of the pool or the underlying loan, as the case may be  

• Poor reputation in market 

• Insufficient track record of servicing of the pool or the loan, as the case may be. 

(iii) Risk mitigation strategies for investments with each kind of originator 

Analysis of originator: An independent Credit Risk Team analyses and evaluates each originator and sets up limits 
specifying both the maximum quantum and maximum tenor for investments and investments are considered only 
within these limits.  

 Originator analysis typically encompasses:  

•   Size and reach of the originator  

•   Collection process, infrastructure and follow-up mechanism  

•   Quality of MIS  

•   Credit enhancement for different type of originator 

(iv) The level of diversification with respect to the underlying assets, and risk mitigation measures for less diversified 
investments 

Eligible assets: Only assets with an established track record of low delinquencies and high credit quality over several 
business cycles will be considered for investment.  

Analysis of pool: Characteristics such as average pool maturity (in months), average loan to value ratio, average 
seasoning of the pool, maximum single exposure, geographical distribution and average single exposure are studied to 
determine pool quality. 
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Risk mitigating measures: Credit enhancement facilities (including cash, guarantees, excess interest spread, 
subordinate tranches), liquidity facilities and payment structure are studied in relation to historical collection and 
default behaviour of the asset class to ensure adequacy of credit enhancement in a stress scenario. 

(v) Minimum retention period of the debt by originator prior to securitization 

 We will follow the guidelines on minimum holding period requirements as laid down by SEBI and RBI from time to time. 

(vi) Minimum retention percentage by originator of debts to be securitized 

 We will follow the guidelines on minimum holding period requirements as laid down by SEBI and RBI from time to time. 

(vii) The mechanism to tackle conflict of interest when the Mutual Fund invests in securitized debt of an originator and the 
originator in turn makes investments in that particular Scheme of the Fund 

The AMC has an independent Credit Risk team which is distinct from the Sales function and the Investments function 
and has a separate reporting and appraisal structure designed to avoid conflict of interest. Investments can be initiated 
by the fund managers only after the Credit Risk team has assigned limits for the originator. The originator wise limits 
specify both the maximum quantum and maximum tenor for investments. 

(viii) The resources and mechanism of individual risk assessment with the AMC for monitoring investment in securitized 
debt 

The AMC has a rigorous risk management process for all fixed income investments, which also encompasses securitized 
debt. A dedicated Credit Risk team is responsible for monitoring risks including credit and liquidity risk. The functions 
of the Credit Risk team include: 

•  Detailed credit analysis of issuers: based on the management evaluation, operating strength and financial 
strength to determine suitability for investment. Periodic reviews on a quarterly/annual basis are under taken for 
eligible issuers. Ratings are monitored on a daily basis and any changes are immediately recorded and suitable action 
taken. 

•  Credit Risk team monitors adherence to single and group level exposure norms, minimum rating requirements, 
liquidity requirements, and ensures that only eligible securities are included in the fund, in line with the Scheme 
information document/internal templates. 

For securitized pool loan exposures, the analysis includes pool seasoning, pool asset quality, diversification, collateral margin, 
originator analysis and credit enhancement mechanisms. Pool performance statistics published by rating agencies are 
analysed for performance of other securitised pools of the same originator as well as for the performance of the asset class 
as a whole. Regular interactions with the rating agencies are done to discuss performance trends. Documents are vetted by 
the legal and compliance team. In addition, monthly payout reports from the trustees are analysed for collection performance 
and adequacy of cash collateral. 

Framework that is applied while evaluating investment decision relating to a pool securitization transaction. 
 

Characteristics / 
Type of Pool 

Mortgage Loan 
Commercial 
Vehicle and 

Construction 
Equipment CAR 

2 wheelers  
Others 

Mortgage Loan 

Commercial 
Vehicle and 

Construction 
Equipment 

 

CAR 

 

 

2 wheelers 

 

 

Others 

Approximate 
Average 
maturity (in 
Months) 

In line with 
average maturity 
of mortgage 
loans as per 
industry norms. 

In line with 
average maturity 
of Commercial 
Vehicle and 
Construction 
Equipment loans 

In line with 
average maturity 
of car loans as 
per industry 

In line with 
average maturity 
of two wheeler 
loans as per 
industry norms. 

In line with 
average maturity 
of the asset class 
as per industry 
norms. 
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Typically less 
than 10 years. 

as per industry 
norms. Typically 
less than 4 years. 

norms. Typically 
less than 4 years. 

Typically less 
than 4 years. 

Collateral margin 
(including cash, 
guarantees, 
excess interest 
spread , 
subordinate 
tranche) 

The collateral 
margin will be 
adequate for the 
pool to achieve a 
rating in the high 
safety category 
at the time of 
initial rating. The 
collateral margin 
will ensure at 
least a 3 times 
cover over 
historical losses 
observed in the 
asset class. 

 

 

 

The collateral 
margin will be 
adequate for the 
pool to achieve a 
rating in the high 
safety category 
at the time of 
initial rating. The 
collateral margin 
will ensure at 
least a 3 times 
cover over 
historical losses 
observed in the 
asset class. 

The collateral 
margin will be 
adequate for the 
pool to achieve a 
rating in the high 
safety category 
at the time of 
initial rating. The 
collateral margin 
will ensure at 
least a 3 times 
cover over 
historical losses 
observed in the 
asset class. 

The collateral 
margin will be 
adequate for the 
pool to achieve a 
rating in the high 
safety category 
at the time of 
initial rating. The 
collateral margin 
will ensure at 
least a 3 times 
cover over 
historical losses 
observed in the 
asset class. 

The collateral 
margin will be 
adequate for the 
pool to achieve a 
rating in the high 
safety category 
at the time of 
initial rating. The 
collateral margin 
will ensure at 
least a 3 times 
cover over 
historical losses 
observed in the 
asset class. 

Average Loan to 
Value Ratio 

In line with 
average Loan to 
Value ratio of 
mortgage loans 
as per industry 
norms. Typically 
less than 80 per 
cent. 

In line with 
average Loan to 
Value ratio of 
Commercial 
Vehicle and 
Construction 
Equipment loans 
as per industry 
norms. Typically 
less than 85 per 
cent. 

In line with 
average Loan to 
Value ratio of car 
loans as per 
industry norms. 
Typically less 
than 85 per cent. 

In line with 
average Loan to 
Value ratio of 
two-wheeler 
loans as per 
industry norms. 
Typically less 
than 85 per cent. 

In line with 
average Loan to 
Value ratio of 
the asset class 
loans as per 
industry norms. 

Average 
seasoning    of 
the Pool 

In line with 
industry norms 
and guidelines 
laid down by 
RBI/SEBI from 
time to time. 
Typically, more 
than 3 months 

In line with 
industry norms 
and guidelines 
laid down by 
RBI/SEBI from 
time to time. 
Typically, more 
than 3 months 

In line with 
industry norms 
and guidelines 
laid down by 
RBI/SEBI from 
time to time. 
Typically, more 
than 3 months 

In line with 
industry norms 
and guidelines 
laid down by 
RBI/SEBI from 
time to time. 
Typically, more 
than 3 months 

In line with 
industry norms 
and guidelines 
laid down by 
RBI/SEBI from 
time to time. 

Maximum single 
exposure range 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

Average single 
exposure range 
% 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

Not more than 
10% 

* Kindly note that all references to single loan securitization has been removed as securitization of single corporate 
loans are no longer envisaged under revised RBI guidelines on securitization 

While these measures are expected to mitigate the above risks to a large extent, there can be no assurance 
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that these risks will be completely eliminated. The measures mentioned above are based on current market 
conditions and may change from time to time based on changes in such conditions, regulatory changes, and 
other relevant factors. Accordingly, our investment strategy, risk mitigation measures and other information 
contained herein may change in response to the same. 

 

 

This is only an illustrative list and not an exhaustive list of risk factors that could affect the NAV of the Scheme.. 
Potential investors are advised to consult their investment advisors before taking investment decisions. 

Investors/unit holders are also urged to read the detailed clause(s) titled ‘Special considerations’. 

 

The scheme got the approval from the AMC and Trustee to enable the segregation of portfolio in case of credit event 

SEBI vide circular number SEBI/HO/IMD/DF2/CIR/P/2018/160 and dated 28th December 2018 prescribed the procedure for 
segregation of portfolio in mutual fund schemes. Following is the extract from the circular: 

1. Segregated portfolio may be created, in case of a credit event at issuer level i.e. downgrade in credit rating by a SEBI 
registered Credit Rating Agency (CRA), as under: 

• Downgrade of a debt or money market instrument to ‘below investment grade’, or 

• Subsequent downgrades, or 

• Similar such downgrades of a loan rating. 
2. In case of difference in rating by multiple CRAs, the most conservative rating shall be considered. Creation of 

segregated portfolio shall be based on issuer level credit events and implemented at the ISIN level. 
3. Creation of segregated portfolio shall be optional and at the discretion of the AMC. It should be created only if the 

SID of the scheme has provisions for segregated portfolio with adequate disclosures. 
4. AMCs shall have a detailed written down policy on creation of segregated portfolio and the same shall be 

approved by the trustees. 
5. Process for creation of segregated portfolio 

a. AMC shall decide on creation of segregated portfolio on the day of credit event. Once an AMC decides to 
segregate portfolio, it shall 

i. seek approval of trustees prior to creation of the segregated portfolio. 

ii. immediately issue a press release disclosing its intention to segregate such debt and money market instrument and 
its impact on the investors. 

iii. ensure that till the time the trustee approval is received, which in no case shall exceed 1 business day from the day 
of credit event, the subscription and redemption in the scheme shall be suspended for processing with respect to 
creation of units and payment on redemptions. 

b. Once trustee approval is received by the AMC, 

i. Segregated portfolio shall be effective from the day of credit event ii. AMC shall issue a press release immediately 
with all relevant information pertaining to the segregated portfolio. The said information shall also be submitted to 
SEBI. 

ii. An e-mail or SMS should be sent to all unit holders of the concerned scheme. 

iii. The NAV of both segregated and main portfolio shall be disclosed from the day of the credit event. 

v. All existing investors in the scheme as on the day of the credit event shall be allotted equal number of units in the 
segregated portfolio as held in the main portfolio. 

vi. No redemption and subscription shall be allowed in the segregated portfolio. however, in order to facilitate exit to 
unit holders in segregated portfolio, AMC shall enable listing of units of segregated portfolio on the 

recognized stock exchange within 10 working days of creation of segregated portfolio and also enable transfer of 
such units on receipt of transfer requests. 

c. If the trustees do not approve the proposal to segregate portfolio, AMC shall issue a press release immediately 
informing investors of the same. 

6. Valuation and processing of subscriptions and redemptions 

a. the valuation should take into account the credit event and the portfolio shall be valued based on the principles of 
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fair valuation (i.e. realizable value of the assets). 

b. All subscription and redemption requests for which NAV of the day of credit event or subsequent day is 
applicable will be processed as per the existing circular on applicability of NAV as under: 

i. upon trustees’ approval to create a segregated portfolio 

• Investors redeeming their units will get redemption proceeds based on the NAV of main portfolio and will 
continue to hold the units of segregated portfolio. 

• Investors subscribing to the scheme will be allotted units only in the main portfolio based on its NAV. 

ii. In case trustees do not approve the proposal of segregated portfolio, subscription and redemption applications will 
be processed based on the NAV of total portfolio (scheme portfolio including the securities affected by the credit 
event). 

Special Considerations 

Prospective investors should review / study this Scheme Information Document carefully and in its entirety and shall not 
construe the contents hereof or regard the summaries contained herein as advice relating to legal, taxation, or financial/ 
investment matters and are advised to consult their own professional advisor(s) as to the legal or any other requirements or 
restrictions relating to the subscription, gifting, acquisition, holding, disposal (sale, transfer, switch or redemption or 
conversion into money) of units and to the treatment of income (if any), capitalisation, capital gains, any distribution, and 
other tax consequences relevant to their subscription, acquisition, holding, capitalisation, disposal (sale, transfer, switch or 
redemption or conversion into money) of units within their jurisdiction / of nationality, residence, domicile etc. or under the 
laws of any jurisdiction to which they or any managed Scheme to be used to purchase/gift units are subject, and (also) to 
determine possible legal, tax, financial or other consequences of subscribing / gifting to, purchasing or holding units before 
making an application for units. 

Neither this Scheme Information Document nor the units have been registered in any jurisdiction outside India. The 
distribution of this Scheme Information Document in certain jurisdictions may be restricted or subject to registration 

requirements and, accordingly, persons who come into possession of this Scheme Information Document in certain 
jurisdictions are required to inform themselves about, and to observe, any such restrictions. No person receiving a copy of 
this Scheme Information Document or any accompanying application form in such jurisdiction may treat this Scheme 
Information Document or such application form as constituting an invitation to them to subscribe for units, nor should they 
in any event use any such application form, unless in the relevant jurisdiction such an invitation could lawfully be made to 
them and such application form could lawfully be used without compliance with any registration or other legal requirements. 
Neither the delivery of this Scheme Information Document nor any sale made hereunder shall, under any circumstances, 
create any implication that the information contained herein is correct. 

Details under FATCA/Common Reporting Standards (CRS)/Foreign Tax Laws 

Compliance under Foreign Account Tax Compliance Act /Common Reporting Standard requirements: Foreign Account 
Tax Compliance Act: Foreign Account Tax Compliance Act ("FATCA") is a United States (US) law aimed at prevention of 
tax evasion by US citizens and residents ("US Persons") through use of offshore accounts. FATCA obligates foreign 
financial institution (FFIs), including Indian financial institutions to provide the US Internal Revenue Service (IRS) with 
information on the accounts of to report accounts held by specified US Persons. FATCA requires enhanced due 
diligence processes by the FFI so as to identify US reportable accounts. With respect to individuals, the US reportable 
accounts would cover those with US citizenship or US residency. The identification of US person will be based on one 

or more of following "US indicia" • Identification of the Account Holder as a US citizen or resident; Unambiguous indication 
of a US place of birth; • Current US mailing or residence address (including a US post office box); • Current US telephone 
number; • Standing instructions to transfer funds to an account maintained in USA; • Current effective power of attorney or 
signing authority granted to a person with a US address; or • An "in-care of or "hold mail" address that is the sole address that 
the Indian Financial Institution has on the file for the Account Holder. Since domestic laws of sovereign countries, (including 
India) may not permit sharing of confidential client information by FFIs directly with US IRSk, the U.S. has entered into Inter-
Governmental Agreement (IGA) with various countries. The IGA between India and USA was signed on 9th July, 2015, which 
provides that the Indian FIs will provide the necessary information to Indian tax authorities, which will then be transmitted 
to USA automatically. Common Reporting Standard - The New Global Standard for Automatic Exchange of Information: On 
similar lines as FATCA, the Organization of Economic Development (OECD), along with the G20 countries, of which India is a 


