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I am 53 years-old and recently invested in few MIPs
mentioned below. My main concern is about the safety of my
investments - where my principal is secure and I earn returns
as much as or higher than fixed deposits. I believe that I don’t
have to pay any tax in MIP and dividends are tax free. I would
like to know if my investment is safe and if they are
performing well now and will do so in future. For how long I
should keep these MIPs to get high returns and when should I
exit from them? I have 40 per cent of investments in HDFC
MIP Long Term Quarterly Dividend, 15 per cent in SBI MIP,
15 per cent in Reliance MIP and 15 per cent in HDFC Cash
Management Fund (daily dividend for value). What options
would you suggest if I wish to invest more? In case I wish to
invest in some good and secure equity options what are your
suggestions?

Faroukh
Since you seem to be very particular on the issue of safety, it is

important for you to know that mutual funds are not the same as
fixed deposits especially on the risk and return front. Banks offer a
guarantee on the principal amount (term deposit and savings
account put together) up to Rs 1,00,000. The interest rate you earn
is also fixed. Mutual funds, on the other hand, do
not offer any guarantee on the principal and
cannot offer a fixed return because they are
dynamically invested in varying debt/equity
instruments. The risk though is normally
compensated by superior returns. 

NOT RISK-FREE
While liquid/ultra short-term funds are known to
be reasonably safe (with returns in the range of
6-7 per cent in good times), MIPs are riskier as
they invest as much as 20 per cent of in equities,
which will be subject to stock market vagaries.
Any decline in principal as a result of sharp
downturns in the stock market or due to interest rate risk in the
debt portfolio can cause declines. 

As for taxability, yes, dividends from all mutual funds are tax-
free. However, debt funds including MIPs would suffer capital
gains tax at the time of your selling the units in these funds. If you
hold the funds for less than a year then the gains would be short
term in nature and will be taxed in the slab at which your regular
income is taxed. If the units are held for over a year then a long
term capital gain tax of 20 per cent with indexation or 10 per cent
without indexation would be charged.

If you are aware and game for the risks and issues mentioned
above, you can stay invested in MIPs. We shall however, suggest a
few changes. HDFC MIP Long Term is a fund with a good track
record of delivering 12 per cent annually since its launch in
December 2003. It has returned 10.7 per cent annually (9.6 per
cent net of a 10 per cent capital gains tax) in the last three years. Do
continue to hold it. 

Reliance MIP too is doing well but we suggest you review its
performance every half year and compare notes with that of HDFC
MIP Long Term. Magnum MIP (SBI) has not been doing well and
has a below average track record. Instead, shift to Canara Robeco
MIP. We do not know which scheme under HDFC Cash
Management you hold. It would be either be a liquid fund or ultra
short-term fund. These funds are normally resorted to when your
liquidity needs are very high or as a short-term avenue to park
some money temporarily. If your liquidity need is high, retain the
fund. Barring liquid funds, most other debt or equity schemes
charge exit load for redemptions made within one year of entry. If
have no near-term requirement, then you can consider switching it
to HDFC MIP Long Term. You can hold these funds until you need
the money for a specific requirement. As these are not equity
funds, there would not be much need to book profits at regular
interval. Besides, your dividend option will ensure that profits are
converted in to dividends frequently.

OTHER OPTIONS
If you wish to have other options Birla Sun Life MIP II Savings 5
and UTI Mahila Unit Scheme (if a female member invests) are
good options. Aside of these, given your risk appetite, we suggest
you actively scout for attractive special fixed deposit rates that
banks are currently offering. Bonds/debentures issued by a
number of finance institutions are also other options.

You have asked for ‘good and secure’ equity options. No equity
option whether direct investment in shares or mutual funds can be
termed secure. Hence, they would not strictly fulfil your
requirement. However, if you can set aside some sum for say the
next five years and can stomach market dips, you can consider
SIPs in HDFC Prudence (an equity oriented balanced fund with
some debt as hedge) and Franklin India Bluechip (a large-cap
equity fund). 

Fund Talk

VIDYA BALA

Mutual funds cannot
offer a fixed return
because they are
dynamically invested in
varying debt/equity
instruments.

Vidya Bala
Investors can hold their

units in UTI Wealth Builder
Series II (UTI Wealth), an eq-
uity-oriented scheme with a
tinge of gold ETFs. 

With a return of 16 per cent
over a one-year period, the
fund has comfortably beaten
the 4.5 per cent category aver-
age of diversified equity funds
and marginally beat its bench-
mark — a 65:35 combination of
BSE-100 and gold ETFs respec-
tively. 

However, over a longer time-
frame of, say, two years, the
fund has not kept pace with the
equity fund category, with gold
acting as a drag at times. Fresh
investments can be avoided un-
til the fund demonstrates its
ability to contain declines dur-
ing prolonged down markets. 

UTI Wealth seeks to invest at
least 65 per cent of its assets in
equities and up to 35 per cent in
gold or debt. The fund invests
in gold through units of UTI

Gold ETF. The primary pur-
pose of the gold holding is to act
as a hedge during unfavourable
periods in the equity market.
The fund does not seek to oth-
erwise actively manage its ex-
posure to gold for short-term
gains. 

Suitability: UTI Wealth is
suitable for investors looking to
hedge their equity portfolio
with gold. The latter as an asset
class has been able to beat in-
flation in the last couple of
years. 

As the fund is an equity-ori-
ented scheme, holdings over
one year will not suffer capital
gains tax, unlike gold ETFs.
The fund is not suitable for in-
vestors looking for pure equity
returns, as gold exposure could
cap overall returns during
strong equity rallies. 

Performance: UTI
Wealth’s high exposure to gold
both in the March 2009 lows as
well as in November 2009 (16
per cent of assets in gold) have
significantly curtailed its abso-
lute returns from the lows then

till date. While the fund’s abso-
lute return stood at 96 per cent
between March 2009 till date, a
good number of equity funds
managed over 150 per cent re-
turns. 

The fund also marginally un-
derperformed its hybrid
benchmark (by 2 percentage

points) over this period. Abso-
lute return of gold ETFs over
the above period was 37 per
cent. Clearly, the gold holding
does tend to cap returns during
secular bull rallies in the equity
market. 

However, during the short
correction seen between No-

vember 2010 and February
2011, the fund contained de-
clines to 15 per cent, better than
equity category average of 19
per cent. This is, however, too
short a period to assess the
fund’s success in protecting
downside. 

Portfolio strategy: UTI
Wealth does not have any mar-
ket-cap bias. Stocks with a mar-
ket-cap of less than Rs 10,000
crore accounted for almost a
fourth of a portfolio. 

While mid-caps as a category
have underperformed broad
markets, the fund has judi-
ciously chosen some of the
emerging large-caps such as Ti-
tan Industries and Petronet
LNG that delivered hefty re-
turns in the past year. 

Exposure to stocks from the
FMCG space as well as cement
has been upped post-correc-
tion witnessed in these sectors.
Exposure to gold ETFs, on an
average, are at 10 per cent al-
though they were close to 20
per cent during the equity mar-
ket lows of early 2009.

Wait for longer track record
UTI Wealth Builder Series II
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The only incremental supply
growth can come from Saudi and
Iraq. This is on the supply side. 

On the demand side, Asia is do-
ing well, Europe is weak and sur-
prisingly the US is becoming
weaker. The recent fall in oil pric-
es can be traced to weakening de-
mand in the US. The February oil
consumption data for US reveals
that during the month it con-
sumed only 18.7 million barrels. 

While Asia is definitely grow-
ing, it is the US demand that holds
the key. If it goes up, then the oil
market will become tighter and
price will remain high. As for fer-
tilisers, this time corn prices have

GDP. So, given these, there is a
good chance that over a period of
time the Indian currency may ap-
preciate. 

This, in turn, will trigger much
more FII interest into India. Fall
in commodity prices and reduc-
tion in subsidy can take the mar-
kets to a high level. 

Commodities have begun
to cool down slightly. Do you
see that trend continue? 

Commodity prices have gone up
so much mainly because of the
combination of demand and loose
monetary policy. This helped all
the asset classes do well. The loose
money policy isn’t going away any
soon. 

Though the QE2 (in US) may
end, the US Federal Reserve still
isn’t talking about shrinking the
balance sheet. Unemployment
there is still at 9 per cent, so I don’t
think they are in a hurry to shrink
the balance sheet. 

In such a scenario, the liquidity
will remain strong, which in turn
will support the commodities
markets. And then you have dif-
ferent commodities with different
demand and supply metrics. 

Take oil, for instance, that is the
biggest worry for India. At this
point of time, there is no produc-
tion growth in non-OPEC coun-
tries; Brazil will take some time to
give oil from its new discovery.

Srividhya Sivakumar
Mid-caps aren’t to be shunned.

Use the current weakness in the
market to build a long-term port-
folio says Mr Gopal Agrawal,
CIO, Mirae Asset Global Invest-
ments. In an interview with
Business Line, he also talks about
trends commodity prices and
strategies to pick stocks. 

What’s your outlook for the
equity markets? What about
current market valuations?

In the short term, markets will
be range-bound. But in the medi-
um term, considering that the top-
line growth in India is very robust,
we are expecting earnings to move
from Rs 1,040 to Rs 1,400 in FY13.
This means we are looking at very
strong earnings growth over the
next three years. The key driving
factor for this, however, will be a
reduction in subsidy and fall in
interest rates. 

To me, Sensex at 17,000 looks
like the bottom. Investors should,
therefore, use the current volatil-
ity to build their portfolios for the
long run. 

From the FIIs perspective, In-
dia’s exports growth has been very
strong last year (35 per cent to $46
billion). Our current account def-
icit is likely to be below 3 per cent
of GDP. Besides, we have high
forex reserves and the external
debt is less than 20 per cent of

been very good. So we will see
higher prices for fertilisers, espe-
cially phosphatic fertiliser. This
will improve the subsidy burden
on India. 

So is there a case for invest-
ing in commodity stocks
now?

I would say one must have some
portion of their portfolio in com-
modities. The only thing is that
one should be in the right com-
modities. 

We are positive on coal. Note
that the total sea-bound trade in
coal is only 700 million tonnes
though the world produces much
more than that. And, of that, China

itself is expected to import 200
million tonnes. 

So the market is expected to re-
main tight for coal. In the near
term, with all the central bankers
raising interest rates to cool down
the world economies, we will see a
downward spiral in commodity
prices. But their long-term trend
is sustainable. 

What are your observa-
tions from the fourth quarter
earnings performance of In-
dia Inc.? Do you think Indian
companies are in a position to
pass on input price hikes?

It is still early days, but there’s
been a strong top-line growth. The

bottom-line growth has been at
about 15-16 per cent on an aggre-
gate basis. We are clearly seeing
signs of margin pressure across
sectors. 

However, companies have said
that they will effect price rises
soon. So, I think most of them
would be in a position to pass on
hikes. In the subsequent quarters,
the margin picture should im-
prove. 

Any sector favourites?
How should investors select
their stocks? 

Unfortunately, there is no clear
answer to this. Certain sectors
have been beaten down today, led
by external factors such as high
commodity prices. So if there is a
correction in it, the related sectors
— such as the infrastructure bas-
ket — would see a re-rating. At this
point of time, we view pharma as a
defensive sector with some up-
side. We are positive on auto ancil-
lary. In the oil and gas space, we
are positive on refining, while gas
as an opportunity in India looks
very good. 

Media too is looks good. I would
suggest investors to focus on indi-
vidual stocks than sectors for re-
turns. They should look to invest
in companies with low leverage,
high ROEs and some pricing pow-
er. 

Doesn’t this rule out mid-

caps as an investment bet at
this juncture?

Typically, in a rising interest
rate scenario, mid-caps tend to
underperform. But when interest
rates begin to peak, mid-caps will
move quickly to give you double
digit returns in no time. Besides,
the valuation gap between large,
mid and small cap stocks has wid-
ened significantly now. 

On an average, the valuation gap
used to be 10 per cent, now it is
more than 25 per cent. Back in
2005-2007, we had a low interest
rate regime, oil was averaging at
$70-80 per barrel on the higher
side, and global economy boom-
ing. Everything was hunky dory
then. But we had the 2008 credit
crisis, followed by a hike in in-
terest rates. So, these killed the
mid- and small-cap companies. 

As soon as we see a slide in com-
modity prices and interest rates,
these stocks will definitely surge. I
feel investors should use the cur-
rent volatility as an opportunity to
start building mid-cap portfolios.

So, when do you see the in-
terest rates peaking?

Well, to each his own. I feel by
October this year we will that hap-
pening. By then, the monsoon will
have had a positive impact, the
fuel price hike would have hap-
pened and its effect would have
been played out. 

‘Use current volatility to start building a mid-cap portfolio’
When interest rates begin to
peak, mid-caps will move quickly
to give you double-digit returns.
Besides, the valuation gap
between large, mid and small cap
stocks has widened significantly
now. Investors should use the
current volatility as an
opportunity to start building their
mid-cap portfolios.
GOPAL AGRAWAL, CIO, MIRAE

ASSET GLOBAL INVESTMENTS

Srividhya Sivakumar
Dividend yield funds make for a good

investment bet, what with the markets
continuing to remain volatile. Tata Divi-
dend Yield Fund (Tata Dividend) can be
considered as an investment option, giv-
en its improving track record of per-
formance and portfolio choices. 

While peer funds such as Birla Sun
Life Dividend Yield Plus and UTI Divi-
dend Yield too look promising, Tata Di-
has demonstrated better performance
over the last year. That the fund’s con-
sistently bettered its benchmark BSE
Sensex as well as the broader index BSE
500 over one-, three- and five-year
time-frames also adds to its sheen. In-
vestors can accumulate units in this
fund through a Systematic Investment
Plan (SIP).

Suitability: Though the fund has at
times lagged its peer funds (dividend
yield funds) during bouts of volatile and
corrective phases in the market, it has
managed to either match or outperform
during rallies. The fund therefore
makes a suitable choice for investors
with a moderate risk appetite, looking
predominantly for steady returns. 

Performance: Tata Dividend has

delivered 15 per cent, 14 per cent and 13
per cent over a one, three and five-year
periods respectively. During these peri-
ods, the fund has also outperformed the
Sensex and BSE 500 by comfortable
margins. While the fund has lagged
peers over longer time frames, the
fund’s improved returns over the year
gone by provides confidence given that
the past year, marked by high volatility
was challenging for funds. 

With markets likely to remain indeci-
sive, Tata Dividend’s ability to manoeu-
vre volatile markets provides
confidence. In market declines such as
the one seen in May-June 2006 and the
prolonged fall of 2008-09 or from
Nov-10 highs to now, the fund has
checked downsides better than its
benchmark. 

Portfolio: The fund sports a con-
centrated portfolio, what with top three
sectors making up about 63 per centof
its total holdings respectively. Its top
stock choices also aren’t the typical
large-cap high dividend yield stocks; in-
stead it features many a small and mid-
cap stocks. Its current portfolio is made
up of 54 per cent large-cap stocks (mar-
ket capitalization more than Rs 7500
crore) and rest being mid and smallcaps,
such as CRISIL, Navneet Publications
and Deepak Fertilizers. 

For volatile times
Tata Dividend Yield Fund

� INVEST

Shridhar Iyer 
In our last column we took a peek in

to the Statement of Accounts (SOA)
mailed to you by a mutual fund house.
We discussed the difference between
an SOA and a bank statement and some
of the information that the statement
contains. This week, we look at further
details that appear in a SOA including
the format in which your holdings —
units, their value and dividends re-
ceived are presented.

On the right side of the SOA,
you will find the following
details:

The contact address and contact
number of the registrar and below that,
the information of the mode of hold-
ing, your PAN, whether you are KYC
compliant or not, your bank details –
the name, branch and account number,
redemption payout mode, investment
details.

You could have investments in sev-
eral schemes floated by a particular
MF; the SOA will also give you scheme-
wise listing of the unit balances. SOAs
also give the ISIN (International Secu-
rities identification number) where the
scheme is listed in the exchanges.
Statements also give your DP and cli-
ent IDs if it is mentioned in the applica-
tion form.

What are the different
columns?

Opening balance: If the statement is
taken for a specified period, for exam-
ple from March 1 to March 31 2011 but
there were transactions made prior to
that period, then the units before the
specified period is brought in as open-
ing balance. 

Column number 1 is the date of your
transaction – the day you have made a
purchase or redemption; the applica-
ble business day based on which the
NAV / Price is applied on the trans-
action. 

Column 2 gives the description of
whether it is a subscription or redemp-
tion or any other type of transaction. 

Whenever a dividend is given, the

description would indicate the trans-
action; for example dividend payout @
Re 3 per unit. This means you multiply
the units that you hold by three and
that would give you the dividends that
is paid. If it is a reinvestment, then the
narration would be: dividend reinvest-
ed and the amount of eligible dividend
is treated as a subscription and units
will be allotted for the dividend. This
means that the number of units in your
account would increase to that extent.
Dividends are reinvested at a price /
NAV after the dividend is declared (ex-
dividend NAV) which would be lower
than the NAV (price prior to the divi-
dend payment). 

Amount indicates the value of the
purchase or redemption.

NAV and price appear next; price
being the value after the load is applied
to the NAV; it could be an entry or an
exit load. Entry load is being levied at
the time of subscribing the units and
exit load being charged at the time of
redemption. 

Units are allotted when fresh sub-
scriptions are made and get reduced
with withdrawals. Total units indicate
the net units after the transactions are
made.

Summary of the holdings give the
total market value as on a particular
date based on the applicable NAV for
that date. Most SOAs give the cost of
acquisition of the assets and this gives
you an idea of the gain or loss on the
investment. At any given point in time,
the total unit in the account deter-
mines the value of holdings on any day.
Almost all statements provide trans-
action slips to transact further.

Making a statement
MF accounts 

(The author is CEO, Sundaram BNP Paribas
Fund Services.)

� FUND BASICS Here’s a look at more of
the details in a mutual
fund statement of
accounts, including unit
value and dividends
received.

Queries may be e-mailed to mf@thehindu.co.in, or sent by post to 
Business Line, 859- 860, Anna Salai, Chennai 600002.
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