





Exhibit 4l. AuM transfer trends post regulatory changes (number and AuM), 2003-2010

Significant jump in transfer requests

in 3 months of 2010 Similar jump in AUM transferred
# of distributor change requests Total AuM transferred (Rs cr)
150,000 7 3,000 7 R
2,826 59% of
120,628 2009 in
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Sources: CAMS data, BCG analysis.

Exhibit 4m. Gain and loss through transfers by channel (January—-March 2010)

AuM transfers Jan—-Mar 2010 (Rs cr)

R e AuM loser B D AuM gainer pemmmmm g
400 1
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317
238 40
215 182
127
70
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Large Small Private Distributors National Medium Regional
IFA IFAt banks with distributors IFAt distributors
online
presence | B AUM gained  [] AUM lost|

Sources: CAMS data; BCG analysis.
Large IFA = CAMS AuM > 1 cr; Medium IFA = CAMS AuM between 10 lakh to 1 cr; Small IFA = CAMS AuM < 10 lakh.
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Exhibit 4n. MF transactions on BSE/NSE (2010)

Transaction and volumes
on NSE dropped since early weeks

Transaction and volumes
on BSE increasing in last few weeks
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Sources: NSE; BSE; BCG analysis.

in transfer AuM of nearly 2.5 times as shown in Exhibit
41. While the number of change in distributor code re-
quests has gone up significantly, there has been no dis-
cernable change in ownership of AuM by distributors. We
estimate that this is primarily the result of some pent-up
investor dissatisfaction demonstrating itself; internation-
al experience indicates that it is likely a short-term
trend.

If one looks at the movement of AuM, regional distribu-
tors are the ones that have gained the greatest share so
far (January-March 2010), while the small IFAs have lost
the most share, as shown in Exhibit 4m. Interestingly,
small IFAs had the largest volume of AuM transfers be-
tween January and March 2010.

Finally, the last key regulatory change has been the en-
abling of transactions through the stock exchanges in No-
vember 2009. While this facility has been available for
the last few months, mutual fund transactions are yet to
gain momentum on stock exchanges, as shown in Exhibit
4n.
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Implications for AMCs

The distribution landscape and its evolution raise a set of
questions for the AMCs:

1. What is the optimal channel mix for AMCs? Are AMCs
getting the maximum throughput from each of the
channels?

2. How can AMCs support and nurture small IFAs? What
value proposition can AMCs demonstrate to large and
medium IFAs to get a bigger share of contribution
from them?

3. How do AMCs ensure that they are among the top
AMC:s sold by the banks and distributors?

4. What are AMC’s plans for the public sector banks? Are
AMC s willing to invest early in these banks to benefit
as the public sector banks share gradually increases
and becomes substantial?
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The Geography Compass

Beyond Metros

he last key dimension in the equity mutual

fund industry is geography. We use the

word geography to refer to different cities,

ranked by the equity Assets under Manage-

ment (AuM) held by investors living in that
city. Elements of this dimension have been covered in
the previous chapters, along with customer and distribu-
tion dimensions. However, geography dimension de-
serves a mention on its own because a large part of the
Indian population still lives in smaller cities and semi-
urban/rural areas, and there is a strong stated desire on
the part of the regulator for financial inclusion and en-
hancing retail participation in mutual funds across all
types of cities and locations in the country. We have
analysed the equity AuM spread along the following cit-
ies:

¢ Mumbai

o Delhi

o Next 8 cities—Chennai, Kolkata, Bangalore, Hydera-
bad, Ahmedabad, Pune, Jaipur, and Chandigarh—

hence cumulatively adding up to the top ten cities

<o Next 20 large cities, cumulatively adding up to the top
30 cities

o Next 70 cities, cumulatively adding up to the top 100
cities

o Rest of India—beyond the 100 cities

Equity AuM is highly concentrated

The equity AuM is extremely concentrated, with the top
ten cities accounting for approximately 74 percent of the

total equity AuM in March 2010, as shown in Exhibit 5a.
Mumbai and Delhi together account for about 45 per-
cent of total equity AuM, and the top 30 cities account
for about 90 percent of total equity AuM. It is no wonder
that these top 30 cities are the first port of call for asset
management companies (AMCs). However, as one would
expect, these markets feature heavy competition.

Locations beyond the top ten cities are gain-
ing share continuously...

The concentration of AuM in the top cities is falling as
total equity AuM continues to grow rapidly in cities be-
yond the top ten. The share of AuM beyond the top ten
cities has increased from about 10 percent in March 2003
to about 26 percent in March 2010, as shown in Exhibit
Sb. Since this is the share of AuM, the share of equity net
inflows is likely to be much larger. We estimate that the
share of gross inflows in cities beyond the top ten is al-
ready in the range of 30 percent for the equity mutual
fund industry.

...with large implications on AMCs’ footprint
strategy

This concentration of equity AuM and the unambiguous
movement away from concentration has large implica-
tions for the AMCs regarding their cities footprint. This
is clearly visible in the different strategies of various
AMC:s for their cities footprint and presence.

Take the examples of three AMCs that are shown in Ex-
hibit 5¢c. AMC A has a truly distributed business coming
from a truly national footprint strategy, with Mumbai
and Delhi accounting for only 30 percent of their total
equity AuM vis—a-vis an industry average of 43 percent.
Further, AMC A has approximately 40 percent coming
from beyond the top ten cities vis—a-vis the industry av-
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Exhibit 5a. Equity AuM distribution by geography cuts (March 2010)
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Sources: CAMS data; BCG analysis.

Exhibit 5b. Equity AuM distribution by geography cuts (2003-2010)

Geographic concentration of equity AuM has decreased over the years ...

% of AuM by geography
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Sources: CAMS data; BCG analysis.
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Exhibit 5¢c. Equity AuM distribution by geography cuts for select players

% AuM from
top 2 cities

% of AuM distribution as of Mar 2010
1001
80

60 4

59

30

40+
22

N
o
1
| I

AMC A

Sources: CAMS data; BCG analysis.

erage of 26 percent. This is the fastest-growing segment,
hence clearly positioning AMC A very well for the future.
AMC B has charted a different path with a clear focus on
the top ten cities. For AMC B, the top ten cities accounts
for approximately 87 percent of the AuM vis—a—vis the
industry average of 74 percent, and 13 percent comes
from outside the top ten cities vis—a—vis an industry aver-
age of 26 percent. AMC C, on the other hand, tracks the
industry average very closely.

As the market evolves and the investors mature, this
trend will be magnified many times. The level of geo-
graphic concentration of different financial services
products is very different. As shown in Exhibit 5d, mu-
tual funds are at one end of the concentration with the
tier 1 cities accounting for about an 80 percent share;
savings deposits are at the other extreme, with the tier 1
cities accounting for only 30 percent of the overall mar-
ket for savings deposits. The rest of the financial services
products are somewhere in between these two extremes.
Life insurance, since it is seen primarily as a savings ve-
hicle by investors and meets the needs of most segments
is, after savings deposits, the second most evenly distrib-
uted product. Wealth management and asset manage-

46%

32

[] Mumbai

[ New Delhi
[ Top 8 Cities
[ Top 20 cities
[ Next 70 cities
[]others

AMC C

ment, on the other hand, are clearly products used more
by high networth individuals (HNIs) and the affluent,
and hence are highly concentrated in large cities. As the
market and customers mature, the movement from the
right to the left is inevitable. This has already been dem-
onstrated in the equity mutual fund AuM over the past
few years and highlighted in Exhibit 5b.

Implications for AMCs

How should the AMCs think about their geographic and
cities footprint strategy? Considering the increasing share
among cities beyond the top 10 cities and even the top
30 cities, and the likely further movement, should AMCs
invest in distribution in these locations? What is the ap-
propriate balance for each AMC based on its starting
point and aspiration?

What are the most optimal business models to serve
these customers? Considering that these customers will
be present in large numbers beyond the top cities but
their investment will be in small ticket sizes. Which are
the best channel partners to service these new set of
customers in these locations and cities?
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Exhibit 5d. Comparison of city tiers in urban India (2005-2006)

Share of total urban areas (%)
100% -

80%
[]others
(~5,000 cities)
60%- )
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(31-100 cities)
40%- [ Tier 2
(11-30 cities)
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20% (Top 10 cities)

Savings Life insurance  Total bank  Retail broking Total bank MF AuM
deposits® premium deposits? turnover? credit3

Sources: City Skyline of India 2006; BSR data; Literature survey; BCG analysis.

Note: Tier 1 includes Delhi, Mumbai, Bangalore, Pune, Chennai, Ahmedabad, Hyderabad, Surat, Coimbatore, Kolkata; Tier 2 calculated as an average
based on 11-30 cities (Thane, Vadodara, Indore, Chandigarh, Jaipur, etc.); Tier 3 includes next 70 centers, typically small cities.

Turnover of retail stock broking.

2Customer deposits.

3RBI 2007 data.
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The Future

Charting your Course

he Indian asset management industry, along
with the equity mutual funds industry, has
evolved a lot over the past few years. Equity
AuM has grown at approximately 30 per-
cent yearly over the past decade. There is a
definite increase in the acceptance of mutual funds as a
savings vehicle. Equity MFs as a percentage of gross
household savings have grown from a negligible 1.1 per-
cent (approximately) in 1994 to about 7.9 percent in
2008. Retail investors (ticket size less than Rs 1 lakh) ac-
count for more than 90 percent of all volumes and are
longer-term investors, with an average duration of ap-
proximately 33 months, as compared with only about 20
months for High Networth Individuals (HNI) investors.

Interestingly, most investors made money, and over 70
percent of their investments were redeemed at a profit.
Products have evolved to keep pace with the customers’
requirements, and as a result, Systematic Investment
Plans (SIPs) as well as Equity Linked Savings Scheme
(ELSS) products have become quite substantial. And geo-
graphically, there has been a continuous shift of AuM
beyond the metros. The share of cities beyond the top
ten has increased from about 10 percent in 2003 to about
26 percent in 2010. The channel distribution is evolving
and has matured to a stage where banks, IFAs, and dis-
tributors are all equally significant. The share of large
IFAs has increased, and the small IFAs have almost dis-
appeared.

But the asset management industry still has a long way
to go. This is just the beginning. It is easier to visualize
the future if we compare the asset management industry
to the life insurance industry, as shown in Exhibit 6a. In
fact, the difference is stark. On each of the key dimen-
sions, the life insurance industry is at least ten times the

size of the asset management industry. For example, the
number of life insurance offices as an industry is about
ten times the number of asset management offices. The
life insurance industry has nearly 15 times the number
of employees and 30 times the number of agents relative
to the asset management industry

With its larger employee and agency base, the life insur-
ance industry has reached out much further and deeper
than asset management has. As discerned previously in
Exhibit 5d in Chapter 5, the reach of life insurance is
exemplified by the fact that approximately 45 percent of
the new premium comes from outside the top 100 cities,
compared with only 1 percent of the AuM in case of eq-
uity mutual funds. This can be explained by multiple
reasons, including customer awareness or the lack of it,
and the reach in terms of agents, branches, and employ-
ees beyond the top 100 cities.

As the asset management industry looks ahead, it also
has to keep in mind regulatory changes and their impli-
cations on the business. The big regulatory change that
has already happened is the removal of entry load for all
schemes and transparency in payments of commissions
to distributors. This is a recent phenomenon, and the
true impact of many of these changes still has to play out
fully.

One of the most profound trends is that the small IFAs
are being nudged out of the business. While that may
not hurt the industry in the short term, the key challenge
will be felt in the long run. These small IFAs were the
pipeline for the successful medium and large IFAs of to-
day. Also, the small IFAs mobilized small-ticket-size in-
vestments and got new investors into the MF industry.
Hence, as an industryj, it is critical to figure out how the
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Exhibit 6a. Comparing the asset management and life insurance industries

Employees Agents Offices Policies/folios
('000 employees) # lakh) ('000 offices) (Cr policies/folios)
400+ 40+ 204 601 -
300+ l 30- ~29 154 451 ~42
~250 ~12
200+ 20 104 30
100+ 10+ 5 15+
~17 - ~1.2 ~4.2
0 0- 0 0+
Asset Life Asset Life Asset Life Asset Life
Mgmt. Insurance Mgmt. Insurance Mgmt. Insurance Mgmt. Insurance
AMFI IRDA

registered  certified
Sources: AMFI; IRDA; BCG analysis.

industry can support the small IFAs so that they can pro-
vide the pool for the successful IFAs of the future and so
that untapped smaller investors have access to mutual
funds.

In addition, the other key challenge for the industry is
economics. The profitability of the industry has been af-
fected by the withdrawal of the entry loads. Over the
past six months, since the new regulations took effect,
the manufacturers have taken some share out of their
earnings and paid distributors to make up for their loss.
And some big and organized distributors have been able
to charge the customers, while many of the smaller dis-
tributors have not been able to do the same. Going for-
ward, the industry will need to find a new equilibrium.

Charting your course with a compass—
The ten commandments of success for
AMCs:

1. Develop a plan to get ‘retail’ long—term money in a
cost—effective manner. Given the potential attractive-
ness of SIPs (high stickiness and low volatility), create
a SIP action plan.

. Define a geographic footprint strategy, keeping in mind

the progression of share beyond the top ten cities.

. Define the optimal channel mix and put in place a plan

to get the maximum throughput from all channels.

. Build a value proposition for IFAs to get a bigger share

of contribution from them. Be in the top three AMCs
sold by them.

. Define a value proposition for banks and distributors

to increase share of wallet by being a ‘preferred’ fund
for private/foreign banks and regional/national dis-
tributors.

. Invest in PSU banks as a channel to benefit in the

future as the share of PSU banks grows and becomes
substantial.

. Communicate to increase customer awareness and

build confidence with a larger untapped investor com-
munity—Ileverage the fact that most investors have
made money from MF investments, with more than
70 percent redeeming at profits.
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8. Explore product innovation as a means of better serv-
ing customer needs, keeping in mind that while New
Fund Offers (NFOs) may be a good way to mobilize
money, there may be mis—selling involved.

9. Invest in understanding customer behavior. Consider-
ing linkages to market movements, and develop a

plan to take advantage of the upsurge in demand as
the market moves up.

10. Create the support mechanism for the small IFAs as
an industry and nurture large pool of small IFAs to
enable IFAs with potential to morph into large IFAs
with enhanced investor base.
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