Selecting Mutual Funds
with a Risk-Adjusted Lens

Multi-parameter vetting for client objectivesEvaluate historical returns, volatility,
drawdown, Sharpe, category fit, portfolio role, ongoing monitoring, and Crisil cross-
checks.

Wealthplys



Historical Performance: 3/5/7-Year Lens

Identify funds with repeatable, sustainable returns

1 Horizon approach:

3 years, 5 years, 7
years

Compare multiple horizons
to capture market cycles

2 Purpose: surface
sustainable
performance
Distinguish repeatable

outperformance from
one-off results

I

3 Practical check:
rolling-period returns

Assess consistency across
overlapping periods

4 Practical check:
alignment to stated
strategy and holdings

Confirm outperformance
matches style and portfolio

5 Forinvestment
professionals: prioritize
consistency and
repeatability

Focus on managers with
repeatable processes



Benchmark
Comparison:
Relevance and
Application

Assess active value by comparing fund vs
benchmark on returns, risk, and style

Fund performance

1. Net return vs benchmark (3y, 5y, 7y)

2. Risk adjusted note: use Sharpe or
Information ratio

3. Check tracking error for index funds

]

Benchmark checks

1. Verify benchmark fits fund mandate and
universe

2. Confirm outperformance not from style
drift or temporary sector bets

3. Prefer consistent risk adjusted
outperformance



Volatility: Assessing Risk and Suitability

Select funds that balance returns with controlled risk

Definition Inclusion rule
Degree of fluctuation in returns over time Include funds with returns and controlled volatility aligned to investor
profile

Implication for selection

High volatility can increase drawdowns even when returns are strong B Exclusion rule
Exclude funds with excessive volatility misaligned to long-term
investors
Decision criteria
Evaluate volatility against investor time horizon and drawdown
tolerance Summary

Prefer funds that deliver returns with controlled risk for long-term
investors

Source of volatility

Determine if volatility stems from concentrated bets or cyclical
sector exposure



Maximum Drawdown: Focus on Downside Protection

* Definition: worst peak to trough decline during stress

Quantifies the largest loss from a prior peak.

* Why it matters: measures downside resilience

Lower drawdowns signal better investor downside protection.

* Checklist— Magnitude

Assess size of peak to trough decline.

* Checklist— Recovery period

Measure time required to regain prior peak.

* Checklist — Market context

Evaluate the market environment when drawdown occurred.

* Checklist— Manager actions in stress

Review rebalancing, liquidity management, and risk controls.




Sharpe Ratio: Measure Risk-Adjusted Efficiency

Assess returns per unit of total risk and real-world caveats

Definition HEEUEIIES Key limitations

Compare funds on risk-adjusted efficiency;
higher Sharpe implies more efficient
management

Sensitive to chosen risk-free rate and
assumes normally distributed returns

Excess return over the risk-free rate divided
by return volatility

4 B

Summary

When to be cautious Complementary metrics
Sharpe is essential but not sufficient—

combine metrics and understand
assumptions

Strategies with skewed or fat-tailed returns Use Sortino and Information Ratio alongside
may mislead Sharpe conclusions Sharpe for a fuller view




Fair Comparison
by Category

Ensure category-level and portfolio-level
suitability for fund selection

Categories to evaluate

« Large Cap

« Mid Cap

= Flexi Cap

« ELSS, Sectoral, FoF, etc.

Category comparison checks

=« Mandate alignment with fund documentation
= Style consistency: growth, value, or blend

= Market-cap tilt within the category

= Sector exposures and concentration risks

Selection rule

« Select fund only if category and portfolio suitability met
« For professionals: confirm category definitions match mandate
* Ensure intra-category comparisons adjust for style and tilt



Portfolio Fit and Diversification: Practical Rules

Assess overlap, concentration, role, then decide inclusion

1

Assess Holdings
Overlap

Compare fund holdings to
existing portfolio and
identify duplicate securities
or managers

Measure Sector and
Factor Concentration
Quantify exposure by

sector and factor to spot
concentration risks

Determine Strategic
Role
Clarify fund's role in asset

allocation: core, satellite,
risk hedge, or alpha source

4

Evaluate Risk Exposure
Change
Assess how the fund alters

portfolio-level risk
exposures and correlations

5

Decide Inclusion or
Exclusion

Include if diversification
improves and overlap is not
excessive; exclude if
redundant or concentrating



Triggers for Change in Fund Reviews

Define cadence, triggers, governance, and documentation

Set Review Cadence - Escalate to investment committee, review analyst notes,

. , , convene decision meeting with clear agenda
Schedule periodic reviews: quarterly for active funds,

semiannual for passive, annual strategic review « Document Rationale

Monitor Quantitative Triggers - Record quantitative evidence, qualitative assessment,

, , , , , committee conclusion and action timeline
* Risk adjusted performance deterioration, persistent

underperformance versus benchmark, style drift metrics * Implement and Track

Monitor Qualitative Triggers - Execute changes, set monitoring period and post-action

: - S review to validate outcome
« Material team changes, process deviation, significant

changes in holdings or mandate

Define Thresholds

*  Predefine numeric and qualitative thresholds to avoid
reactionary decisions driven by short term market noise

Governance Decision Steps



Final Cross-check: Crisil Ranking Integration

External validation to confirm relative standing and risk

Role Of Cirisil
Check

External Validation
Of Relative Standing

And Risk Profiles

Interpret Complement Governance:
Differences Internal Analysis Final Sign-off

Use Discrepancies Treat Crisil Rankings Document
As Triggers For As Supplementary Reconciliations And
Deeper Review, Not To Multi-parameter Obtain Authorised

Automatic Overrides Evaluation Sign-off For
Selection



Mean Return and Volatility Framework

Weighted overlapping periods, outlier normalization, and NAV-based measures

Mean Return

Average of daily NAV returns over each
window (three years typical; one year for
short maturities).

Daily NAV Returns Volatility

Compute daily returns from NAV series as Standard deviation of daily NAV returns
the base data. within each window to measure risk.

Overlapping Windows

Use layered overlapping periods from
longest to shortest with progressive
weights.
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Mean Return and Volatility Framework

Weighted overlapping periods, outlier normalization, and NAV-based measures

Outlier Normalization

Normalize extreme debt fund returns to limit distortion in
means and volatility.

Progressive Weights

Assign higher weight to more recent shorter windows
while preserving longer-term context.

Bias Minimization

Layered windows and normalization reduce look ahead
bias and emphasize recent performance.



Manage Portfolio
Concentration
Risk

Equity diversity, debt issuer limits, and
cash exposure checks

Equity
concentration

Compute diversity score
measuring industry and
company concentration

Review top holdings and

sector weights for
concentration drivers

Flag high single-
company or single-
sector share of NAV

Debt concentration —

Apply issuer-specific
limits tied to credit rating

Permit larger limits for
higher-rated issuers

Monitor issuer overlap
across funds and
cumulative exposure

Cash and
equivalents

Penalise excess
exposure above
predefined thresholds

Include cash overlap in
concentration
calculations

Regularly report
breaches and
remediation actions




Exposure to Sensitive Sectors: Debt

Concentration

Use the Industry Risk Score to flag sector credit risk over a 3-4 year horizon

1 Industry Risk Score
(IRS) role

« Quantifies sector credit risk over
a 3-4 year horizon

« Drives exposure penalties for
sensitive sectors

« Informs expected default and
downgrade scenarios

« Enables consistent cross-sector
comparison

2 How sector exposure
feeds credit assessment

« Aggregate holdings weighted by
IRS

« Concentration increases portfolio
credit vulnerability

« |IRS-adjusted scores alter issuer
credit view

« Penalties applied to portfolios
with sensitive concentration

3 Monitoring over 3-4
year horizon

« Quarterly IRS updates and trend
analysis

=« Stress tests for systemic sector
shocks

= Rebalance triggers when IRS-
weighted exposure rises

« Engage issuers if sector
repayment ability weakens



Liquidity Analysis: Equity and Debt Metrics

Assess execution risk and client redemption suitability

Equity liquidity computation

Days to liquidate per holding = shares held
divided by average daily volume; aggregated as
weighted portfolio liquidity score.

Use case: suitability

Apply liquidity scores to gauge execution risk
and match portfolio liquidity to client redemption
profiles.

Debt liquidity ranking

Rank instruments (T-bills, G-sec, SDL, corporate
bonds) as liquid, semi-liquid, illiquid using trade
data and recent months analysis.

Debt ranking factors

Assess turnover, days traded, trade counts and
bid ask spreads to classify liquidity and
execution risk.
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Additional Parameters, Eligibility and Disclosures

Key screening criteria and investor disclosure reminder

Tracking error for index funds
Measure divergence from benchmark over time

Count of negative returns for arbitrage funds
Frequency of months with negative returns

Only open-ended funds considered
Exclude closed-end and interval funds

Separate ranking for regular and direct plans
Evaluate plans independently by plan type

NAV history requirements per category
Minimum NAYV history as defined for each fund category

AUM cut-off criteria
Minimum assets under management thresholds applied

Important disclosure: market risks and past performance
Mutual fund investments are subject to market risks; past performance is not indicative of future results

Read all related documents before investing
Review offer documents, SID, and KIM carefully




Important Disclosure for Investors

Key risks and selection basis to read before investing

Investment risk overview

Mutual fund investments are subject to market
risks. Read all related documents carefully before
investing.

Performance disclaimer

Past performance is not indicative of future
results.

O o

Fund selection basis

Selection is based on historical data and publicly
available information and does not guarantee
returns.



Thank You for
Reviewing Our
Selection

Process

Multi-parameter, risk-adjusted mutual
fund evaluation

Comprehensive review of historical returns

Analyze 3-, 5- and 7-year absolute returns for trend

Risk and consistency versus benchmarks

Assess volatility, drawdown, and benchmark tracking

Multi-parameter, not returns alone

Combine performance, risk, and consistency metrics

Contact for full methodology and fund list

Available on request for detailed due diligence
support@wealthplys.com




