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Volatility is not a flaw - it's a feature of investing. Market downturns
and muted returns are inevitable; what matters is how we respond.
Over time, markets zig-zag: some years bring strong gains, others
bring corrections or flat performance. That discomfort often tempts
investors to act emotionally - but history shows that patience and
discipline usually pay off.

2008: The Global Financial Crisis

In 2008, triggered by the collapse of the U.S. subprime mortgage
market and banking failures, global equity markets suffered one of
their deepest setbacks in modern history. 2008 Financial Crisis
triggered the crash. The S&P 500 - benchmark for many global
portfolios - fell roughly 50-56 % from its October 2007 highs to its
trough in March 2009. Despite such a severe drawdown, markets
didn’t stay down forever. The recovery began in 2009, and within a
year the S&P had already delivered substantial gains - and over the
next several years, many portfolios recovered fully and then grew
well beyond their prior peaks.

2013: Recovery and Resilience

By 2013, global markets, including the S&P 500, had successfully
recovered all losses incurred during the 2008-09 crisis. For
iInvestors who stayed invested, what looked like a long, painful wait
turned into a renewed bull market - proving that enduring the difficult
phase yielded healthy returns over time.
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2020: The COVID-19 Crash and Rapid Rebound

Then came COVID-19 and the global shutdowns of early 2020. The
markets plunged swiftly - in a matter of weeks. Many global and
Indian indices saw corrections of 30-40 %. In India, the downturn in
March 2020 was especially sharp, as panic spread and liquidity
tightened. However, the rebound that followed was surprisingly fast
and strong, thanks to coordinated global fiscal and monetary
stimulus, helping economies and markets recover sooner than
many expected.

What History Teaches Us About Investor Behaviour

1. Drawdowns are part of the cycle - No matter how promising
a portfolio seems, markets will correct. The 2008 crash
bottomed nearly 50-56 % below peak. 2020 erased years of
gains in weeks. Accepting downside risk is part of the deal for
long-term upside.

2. Markets tend to recover - often strongly - After the lows of
2009, markets recovered over subsequent years. The recovery
after 2020’s shock was even swifter. Staying invested through
the worst periods often yields the best long-term results.

3. Timing the market rarely works - Trying to sell at a crash’s
start and buy back at its bottom requires perfect timing -
something few manage. A well-defined investment plan,
aligned with long-term goals, avoids emotional decisions that
may lock in losses or miss the rebound.
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4. Volatility rewards patience and process - With periodic
rebalancing and clear understanding of time horizon and risk
tolerance, investors can ride out stormy periods. Over long
horizons, returns tend to smooth out - and in many cases,
outperform safer but lower-yielding alternatives.

Why Staying the Course Matters

When returns appear muted, or portfolios are down 20-50 %, it's
natural to feel anxious. But for long-term investors, such times are
often when value is created. By staying invested - rather than
chasing the latest “hot tip” or trying to “time the bottom” - you
capitalize on compounding, reinvest dividends or distributions, and
participate in the recovery that invariably follows a downturn.

Moreover, following a disciplined investment process (asset
allocation, periodic review, rebalancing) keeps emotional reactions
in check. History shows that recoveries - whether after 2008’s deep
bear market or 2020’s sharp crash - reward those who endure
rather than exit.

The recent past proves it: even after severe crises, markets bounce
back. Volatility may be uncomfortable, but it is the price for long-run

growth. Long-term investors who understand this - and resist panic -
are often in the best position to build lasting wealth.
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Ms. Roopa Venkatkrishnan on
youtube : Only Ten Years To
Escape Poverty

Link : https://youtu.be/jb1fT3JNRdU?si=xD_QimntPLnDCpnw
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On 25th Nov 2025 - FIFA has submitted its detailed and
comprehensive response to the latest SEBI Consultation Paper
after thorough analysis, extensive discussions, and collective inputs
from our community.

This submission reflects our continued commitment to safeguarding
the interests of all MFDs and ensuring that our perspective is clearly
and strongly represented in the regulatory framework.
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FIFA

To:

Peter Mardi

Securities and Exchange Board of India,
Plot No. C-4 A, G Block,

Bandra Kurla Complex, Bandra East,
Mumbai, Maharashtra — 400 051.

November 25, 2025

Sub: Comments on the Consultation Paper on comprehensive review of SEBI (Mutual
Fund) Regulations, 1996 dated October 28, 2025

Dear Sir/Ma’am,

I.  INTRODUCTION

1.  We, the Foundation of Independent Financial Associates (“FIFA”™), write to you in
reference to the changes proposed by the Securities and Exchange Board of India
(“SEBI”) in the Consultation Paper on Comprehensive Review of the SEBI (Mutual

Fund) Regulations, 1996 (“MF Regulations™) dated October 28, 2025 (“Consultation
Paper”).

2. FIFA is a pan India association of independent mutual fund distributors (“MFDs”) and
Registered Investment Advisors (“RIAs”) that was formed with the primary objective of
enabling knowledge sharing between its members to ensure that best practices that
benefit investors are utilized. FIFA also aims at facilitating discussion over areas of
common interest in the distribution community and promoting the interest of the MFD

and RIA community with policy makers and regulators, including SEBI.

3.  We prioritize regular interaction with AMFI and regulatory bodies to bridge the gap
between policy formulation and market execution. Our objective is to share insights on

industry trends and operational realities, ensuring that the regulatory framework evolves
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in a manner that strengthens the mutual fund ecosystem and supports the continued

professionalization of financial distribution in India.

4.  In pursuance of the said objective, we seek to put forth our comments on the changes
proposed in the Consultation Paper, particularly those governing fees and expenses

charged by mutual funds.
II. COMMENTS ON SPECIFIC ASPECTS OF THE CONSULTATION PAPER
(a) Downward Revision & Calibration Issue in Reduction of Total Expense Ratio (“TER”)

5. Paragraph 3.1.2 (2) of the Consultation Paper proposes to exclude various statutory levies
from the calculation of the TER. The TER limits are proposed to be exclusive of statutory
levies (such as the Securities Transaction Tax, Goods and Services Tax (“GST”) etc.),
so that any change in statutory levies in the future are passed on to the investors. As a
consequence of this exclusion, the Consultation Paper proposes a downward revision of
the existing TER limit by 20 basis points (“bps”) for close ended schemes, and a

downward revision of 15 bps and 10 bps in certain open-ended schemes.

6.  While the exclusion of statutory levies from the calculation of TER is a welcome move,
the consequent proposed downward revision is higher than warranted and will be

detrimental to the industry as a whole.

7.  We understand and appreciate SEBI's intent to achieve transparency of cost by
segregating the costs and taxes, levies from the total TER. Further, any modifications in
such taxes, levies charged by the government, would now directly be passed on to the

investors without impacting the cost structure of AMCs .

8.  We understand and appreciate SEBI’s intent to achieve transparency of cost and
rationalisation of the TER structure by keeping statutory levies and taxes—primarily

GST—outside the TER limit. At present, GST is included in TER for all expenses except
2
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investment management fees. The TER framework is based on a sliding scale, where
permissible TER reduces as AUM increases. Consequently, GST applicable on expenses

also reduces as AUM grows.

9. However, the proposed uniform TER reduction of (i) 15 bps for equity-oriented schemes,
and (i1) 10 bps for debt-oriented schemes, does not reflect the fact that the GST impact
differs across slabs. Since higher AUM slabs have lower permissible expenses, the GST

component also reduces proportionately in higher slabs.

10.  We therefore submit that TER reductions should be calibrated at each AUM slab,
based on the actual GST component attributable to that slab, rather than applying a

uniform adjustment.

1. However, it is observed that the proposed reduction in base TER, post-exclusion of GST
and other levies, exceeds the actual amount of levy in the existing TER structure on
account of GST and other levies. It is pertinent to note that in case of schemes having
Assets Under Management (“AUM?”) ranging up to Rs. 2,000 Crores, the proposed
reduction in base TER is commensurate with the amount of GST and other levies
However, where the AUM of a scheme ranges above Rs. 2,001 Crores, the reduction in

base TER is not commensurate with the amount of GST and other levies.

12.  The following table (Figure 1) illustrates the impact of the proposed reduction in TER
between the current and proposed regimes. The net impact is a reduction in the TER
with the increasing AUM. Thus, a uniform reduction across slabs is not reflective of

actual GST impact and disproportionately penalises participants in higher slabs.

13. A graded reduction in the TER will neutralize the impact of removal of GST from the
base TER. We request that a corresponding additional increase of 0.05% and 0.10% be
applied to the proposed TER, as illustrated in Figure 2.

3
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14. The following illustration demonstrates the impact as observed in aforesaid Figures 1 and

N\

2 respectively; for an investor allocating Rs. 5,000 to an equity-oriented scheme with
AUM in the specified TER slab (Rs. 5,001 crore to Rs. 10,000 crore, a slab wherein
approx. 15% of the mutual funds AUM resides), the AMC currently can charge an
expense of Rs. 166.13 under prevailing MF Regulations (at an effective TER of 1.66%
excluding GST), which shrinks to Rs. 146.25 under the draft MF Regulations (at 1.46%
excluding GST), yielding a net reduction of 20 bps. This translates to a total TER impact
of -0.04% (from 1.77% to 1.73% including GST), representing a -2.27% impact on the
total TER. Moreover, as this contraction increases at higher slabs . For these reasons, the
proposed TER structure, in its present form, is financially detrimental to AMCs. In
support of the abovementioned assertion, we have also enclosed an excel sheet which
contains calculations that clearly demonstrate the net reduction in TER across various
slabs as annexed hereto as Annexure — A (Figure 1) and Annexure — B (Figure 2)

respectively.

15. It is also pertinent to note that, 341 out of 741 equity oriented schemes (i.e., 46.02%),
accounting for 93.13 % of the AUM of regular plans are adversely impacted from the
issues pertaining to calibration of proposed TER. The AUM slab-wise classification of

the equity and debt oriented schemes is provided vide Figure 3 as follows:

Slab in Cr No of Schemes AUM Cr AUM %
From To Cumulative \Debt  |Equity Ori | Debt EquityOri  |Debt Equity Ori
1 500 500 - 88 166| 16,294.68 |  36,132.12 1.88% 0.80%
500 250 750 13 45,  8016.80| 28,338.96 0.93% 0.63%
750 1,250 2,000 32 189| 4481676 | 2,44,168.35 5.18% 5.44%
2,000 3,000 5,000 33 139| 1,11,233.99 | 4,44,405.67 12.85% 9.89%
5,000 5,000 10,000 21 91| 1,48614.49 | 6,51,438.05 17.17% 14.50%
10,000 5,000 15,000 12 36| 1,45,669.67 | 4,44,310.83 16.83% 9.89%
15,000 5,000 20,000 10 22| 1,68,360.09 | 3,76,695.73 19.45% 8.39%
20,000 5,000 25,000 3 10| 69,318.26 | 2,30,148.67 8.01% 5.12%
25,000 5,000 30,000 2 7| 53,537.79| 1,88,651.68 6.19% 4.20%
30,000 5,000 35,000 2 8| 63,3818.44| 2,56248.84 7.37% 5.71%
35,000 5,000 40,000 1 7, ° 35,791.03 | 2,60,689.10 4.14% 5.80%
40,000 5,000 45,000 0 3 - 1,21,285.46 0.00% 2.70%
45,000 5,000 50,000 0 4 1,84,270.16 0.00% 4.10%
50,000 50,000 1,00,000 0 12 - | 806452.51 0.00% 17.96%
1,00,000 10,000 1,10,000 0 2 - | 2,17,996.61 0.00% 4.85%
Total 217 741  8,65472| 44,91,233 100.00% 100.00%

Figure 3: AUM slab-wise classification of equity and debt oriented schemes in India
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16. Further, AMCs tend to pass on the negative financial impact of such changes to MFDs
thereby leading to mass-scale dis-incentivization across the distribution ecosystem. Any
proposal to revise the TER must carefully consider its implications for financial
inclusion. A significant portion of new and retail investors access mutual funds through
physical, last-mile MFD channels. Erosion of the revenue streams that support these
channels could weaken the very infrastructure that enables investors to participate in
capital markets, particularly in smaller towns and underserved regions. Ensuring the
sustainability of this distribution network is therefore essential to advancing India’s

broader financial inclusion objectives.

17. Fees and expenses are fundamental elements of market economics and form the
foundation on which financial services are structured. They serve not only as the primary
means of compensating service providers but also as key determinants of service quality,
operational sustainability, and long-term industry viability. Imposing excessively tight
regulatory controls on these components risks undermining the very functioning of the
ecosystem. Notably, no major jurisdiction today follows such prescriptive price controls.
The concept has long been regarded as antiquated and economically distortive. Pricing
should be driven entirely by marketplace competition, with no separate caps even on
components such as brokerage expenses. Similar market-based approaches are adopted
by regulators in other developed jurisdictions, reflecting a global consensus that

flexibility, rather than rigid controls, supports a healthy and competitive industry.

18. Furthermore, price controls are susceptible to second-order effects that policy
frameworks often underestimate. Artificially suppressed fees may lead to a deterioration
in service quality, reduced investment in research and investor support, and diminished
incentives for newer or smaller funds to scale thereby entrenching large players and
reducing industry diversity. Over time, such distortions may impair innovation, narrow
investor choice, and weaken the overall resilience of the asset management industry. It
is also crucial to note that India is ranked third lowest in the total cost of ownership of

equity funds amongst 25 countries way back in 2018. Subsequent to that the TER

f)
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structure have been revised in 2018. The existing TER structure based on a sliding scale

ensures benefits of economies of scale to the investors.

19. This clearly indicates that as of date the TER in India is already amongst the lowest
relative to global practices.! Given that, imposing further constraints may significantly
squeeze profitability of AMCs with the consequent impacts trickling down to distributors

and investors.
20. In light of aforesaid mentioned reasons, we propose the following:

(i)  SEBI may consider and additional increase of 0.05% and 0.10% as described in

paragraph 13 to neutralize the impact of removal of GST from TER.

(ii) SEBI may consider phasing out the maximum cap on TER, aligning the same with

recognized global practices.

(b) Treatment of GST on MFD Commissions and Impact on Small MFDs otherwise
Exempt

21.  Further, small distributors with annual turnover below 220 lakhs are exempt from GST.
These distributors constitute an estimated 10% of total distribution expense. As such,
while computing GST-linked adjustments to TER, the non-applicability of GST for this
distributor segment should also be factored in to ensure an accurate and fair

rationalisation.

22. A significant portion of approx. 50% of MFDs predominantly small distributors
operating in smaller towns (B-30 cities), who receive commission are exempt by virtue
of their annual gross receipts being under the GST threshold. They account for approx.
10% of the total MFD commission paid. Consequently, the actual quantum of GST
currently embedded is lower than the theoretical 18% that would apply if all
commissions attracted GST and would be approximately 16.2% ( being 90% of 18%). In

! Please see study and comparison of Expense Ratios for Mutual Funds Globally and in India — FIFA July 2018
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FIFA

calibrating the proposed downward revision of TER slabs (undertaken to offset the
exclusion of statutory levies), we urge SEBI to factor in this lower effective GST
incidence so that the revision remains revenue-neutral for the industry, and that the
impact of the said segregation of GST is not detrimental to the small distributors, who
are also essential pillars of financial inclusion, particularly having a significant role of

distributing mutual funds in B-30 cities.
(¢) Inclusion of distribution costs in winding-up expenses

The Consultation Paper proposes to insert an explanation to Regulation 41(2)(b) of the
MF Regulations which elaborates on the various costs that are associated with winding
up of a fund. In this regard, the Consultation Paper expressly excludes distribution

commissions from the purview of winding up costs.

23.  With respect to the aforementioned proposal we submit that distribution costs should be
explicitly recognised, not excluded from, winding-up expenses. In the event of a
scheme’s winding up, distributors continue to play a vital role in supporting investors
providing updates, clarifications, and assistance until all redemptions are completed. This
ongoing investor servicing constitutes an essential component of the winding-up process
and therefore merits appropriate recognition and compensation within the winding-up
expense framework. Thus, at the stage of amending the MF Regulations, these costs
should be expressly recognised as an inherent component of winding-up expenses. It is
also humbly submitted that while the Hon’ble Supreme Court’s order dated August 12,
2022 remains in force, the present exercise involves framing and revising the regulatory
framework itself. Accordingly, there is sufficient scope to incorporate this clarification

within the amended MF Regulations.
(d) Revision of AMFI Circular restricting increase in commission for distributors

24. In instances where the revised TER structure results in a higher permissible TER
compared to current levels, it is proposed that MFDs should be allowed to mutually

discuss a proportionate increase in their commissions. Existing circulars and guidelines

9
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issued by the Association of Mutual Funds in India (“AMFI") prohibit any enhancement
of commission on existing assets, effectively preventing MFDs from benefiting from
such upward revisions?. This restriction creates an imbalance, as AMCs may enjoy
increased revenue headroom while MFDs, who play a critical role in investor acquisition,

handholding, and financial literacy remain constrained by a legacy prohibition.

In view of the above, we respectfully request SEBI to consider permitting commensurate
adjustments to distributor commissions as the same would help maintain fairness within
the distribution ecosystem, strengthen long-term viability of distributors, and ensure

alignment between the interests of AMCs, distributors, and investors.
Additional expense of 2 bps towards Investor Education and Awareness Initiatives

Regulation 52 of the MF Regulations and paragraph 10.1.16 of Master Circular for
Mutual Funds provide for AMCs to set apart at least 2 basis points on daily net assets

within the maximum limit of TER for Investor Education and Awareness.

It is pertinent to note that, on-ground investor education is primarily delivered by
distributors through their direct investor interactions. Contrary to the same, it may be
observed that, AMCs utilise the said reserved amount towards advertisement and
marketing of their fund, which creates more of awareness and less of financial literacy

and investor education.

It is therefore proposed, that of the said additional expense 1 bps be allowed for

Distributors conducting Investor Education and Financial Awareness programs.

2 AMFI Best Practices Guidelines Circular No. 54/2014-15 - Distribution Cost-Commission Pay-Out, March 26,
2015, available here.
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IIl. CONCLUSION

29. In conclusion, we reiterate that MFDs play an indispensable and irreplaceable role in
expanding mutual fund penetration across the country, particularly among first-time and
retail investors in smaller towns and cities where awareness and financial literacy levels
remain limited. Their on-ground presence, investor education efforts, and continuous
handholding significantly contribute to building investor confidence and ensuring
sustained participation in the mutual fund industry. Any changes to the cost and revenue
framework of mutual funds therefore has a direct and material impact on the long-term
viability of MFDs and, consequently, on the industry’s ability to reach underserved
segments. In this context, we respectfully urge SEBI to consider the observations and

concerns highlighted above before finalising the proposed amendments.

30. We reaffirm our commitment to supporting SEBI’s overarching objectives of investor
protection, enhanced transparency, and the orderly, inclusive, and sustainable growth of
the mutual fund industry. We also thank SEBI for the opportunity to contribute
meaningfully to the continued development of the regulatory framework for mutual
funds.

Director

Encl.

Annexure — A:Impact of calibration in proposed TER post-adjustment for GST

Annexure — B: Indicative simulation for additional increase to achieve neutral calibration
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FIFA November 2025

Dear Members of the Mutual Fund Advisory Committee,

On behalf of the Foundation of Independent Financial Associates
(FIFA), we are pleased to share our key observations and
recommendations on SEBI’s Consultation Paper on the
Comprehensive Review of the SEBI (Mutual Fund) Regulations,
1996. Our detailed submission has also been enclosed for your
consideration.

FIFA, representing a large community of MFDs and RIAs across
India, works closely with industry participants to promote investor
interest, advocate fair practices, and support balanced policy
formulation. The following points summarise our primary concerns
and recommendations:

1. TER Reduction — Need for Calibration

e SEBI's proposal to exclude statutory levies (GST, STT, etc.)
from TER is welcome.

e However, the uniform reduction of 10-15 bps in the base TER
exceeds the actual GST impact, especially in higher AUM slabs
(above %2,000 crore).

e This results in a net TER reduction beyond neutralisation,
disproportionately affecting AMCs in higher slabs and, indirectly,
distributors.

e Request: Adopt a graded TER adjustment for each slab and
consider an additional 0.05%—-0.10% increase to ensure
revenue neutrality post-GST exclusion.







