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T H E  J O U R N E Y  T O W A R D S  F I N A N C I A L  F R E E D O M

It is always a good time to invest in mutual funds. However, when it comes to exit; 
you need to plan it to ensure a prudent and tax-efficient exit

maintain the original asset 
allocation proportion. 
Asset rebalancing evens 
out investment returns and 
forces you to ‘sell high’ 
and ‘buy low.’

For example, at the 
beginning of the year 
you split `100 with `70 
allocated to equities 
and `30 to debt. Now, 
if at the end of the 
year, the value of equity 
investments becomes `90 
and debt becomes `35, 
the allocation shifts from 
the 70 to 30; equity to 
debt ratio you had started 
with. To bring back the 
equilibrium, you need to 
sell some of your equity 
holdings and invest the 
same in debt to get back 
the original balance. 
Actually you will need to 
reduce equities to `87.5 
and increase debt to `37.5 
to rebalance the portfolio 
to the original allocation 
of 70 to 30; equity to debt 
ratio. 

When you commence 
investing, you do so 
by selecting an asset 
allocation that suits your 
financial goal as well as 
risk profile. The allocation 
in different fund schemes 
over time chart varying 

When it comes to 
investing; it is 
always a good 

time to start investments 
as long as you have 
planned a time frame 
for your investments. 
The same is not true 
when it comes to exiting 
an investment. Let us 
understand why exiting a 
mutual fund investment 
needs to be planned. 
Suppose you had started 
investing in April 2015 
for a 5 year time frame 
to exit in March 2020: 
you would have started 
investing when the S&P 
BSE Sensex was 27011 
and exited when it was 
29468; an absolute gain 
of 9 per cent in five years 
(before accounting for 
taxes on your gains), 
which would have been 
disheartening.

In the same example, 
if you had exited the 
investments in January 
2020, when the S&P BSE 
Sensex was 40723; the 
same investments would 
have gained by 50 per 
cent. Proper planning for 
exit from your investment 
can ensure you exit at the 
time right for your goals 
or plans with preferably 
highest possible returns 

at that point of time. The 
data chosen in hindsight 
in case of the above 
example makes the case 
for an exit plan.

In reality, just the way 
you cannot time the 
entry when investing; you 
cannot find the perfect 
time to exit your mutual 
fund investment which 
would be right across the 
board for all investors. 
The idea is to find a point 
in time that is right for 
you and your investments. 
This is why planning an 
exit from your investments 
is so important.

Just the way SIP 
investments over 
the long term works 
favourably for your 
investments, adopting 

a few exit strategies 
can do the same by 
extracting the best from 
your investments. Let 
us explore three exit 
strategies which would go 
a long way to ensure you 
make the most from your 
mutual fund investments. 

Asset Rebalancing: 
We all know that 
asset allocation is the 
bedrock of successful 
investing, which also 
calls for periodic asset 
rebalancing. A regular 
asset rebalance is one 
of the most desired 
investment strategies 
by the fund scheme. It 
is equally important to 
rebalance the allocation 
from time-to-time to 



An investor education initiative by

investors’ financial plans 
if the fall occurs closer to 
the year when they need 
the money. 

Suppose you were 
investing to create `20 
lakh corpus for your 
daughter’s education 
in 2027 and started 
investing for the same in 
2015 with monthly SIP of 
`7,175 from 2015 in a fund 
scheme that on average 
earns 10% returns. 
However, we know that 
it may not be possible 
to earn a constant 10% 
return over the 12 year 
investment time frame in 
this case, which is why 
you need to keep track of 
your investment. 

So, in 2020; if the 
investment is on track 
and assuming it earns 
10% returns, the value 
of investments would be 
`5.6 lakh; but it could 
also be lower or higher, 
depending on the actual 
fund performance. With 
the way the markets are 
faring at present, the 

worth of investments 
which were on track may 
be just off it for now. As 
you still have another 7 
years to go for the goal; 
you need to stay invested. 
However, if a similar goal 
was set by a parent to 
have the money in 2020; 
chances are the way 
investments have dipped 
currently, the target sum 
would not have been 
possible. 

One exit strategy 
as you approach your 
financial goal would 
be to start transferring 
or withdrawing your 
investments from a year 
or more before the goal 
is set for. Such a move 
could be automatically 
earmarked preferably 
a couple of years in 
advance to the financial 
goal towards which the 
investments are being 
made by initiating an 
STP (Systematic Transfer 
Plan) or SWP (Systematic 
Withdrawal Plan). The 
importance of such 

an approach could be 
understood from the 
fact that while your 
financial goal to retire or 
purchase a house could 
be deferred by a couple 
years, the same cannot 
be the case for goals 
such as child’s education. 

Profit Booking: 
Lastly, there are 
opportunities that arise 
in the market when you 
could exit because market 
gains and losses can be 
explained. For instance, 
there could be economic 
and market conditions 
that may present the 
opportunity to book 
profits, even though your 
investment goal could be 
sometime in the future. 
For instance, a surge in 
the S&P BSE Sensex to 
touch 41000 levels calls 
for rebalancing to the 
original asset allocation, 
by booking profits in 
equities and investing 
them into debt.

Profit booking could 

paths – some lose, while 
some gain, offsetting 
the asset allocation with 
which you started. To 
bring them back to the 
level you started with, 
you need a suitable exit 
strategy by redeeming 
units from some fund 
schemes and investing in 
some others. 

You may rebalance 
your investment portfolio 
once a year or consider 
setting triggers such as 
10 or 15% variation to 
the allocation before 
you act in case of long-
term financial goals. You 
may also use changing 
stock market, economic 
conditions or your 
life stage to consider 
rebalancing your 
portfolio holdings. 

Approaching 
Financial Goals: 
Goal-based mutual 
fund investing works 
exceedingly well for 
investors through SIPs. 
While investing through 
SIPs is convenient, 
it should not set in 
complacency among 
investors to ignore the 
progress made by their 
investments towards 
their desired financial 
goals. For instance, as 
can be seen from the 
graph (Monthly SIP 
S&P BSE Sensex) there 
are instances when the 
markets fall for sustained 
periods impacting 
the investments made 
towards financial goals 
that are timed for these 
phases. A 20 per cent 
drop in investments 
can impact the best of 

Phase A
Dec 2007 to Feb 2009, 
Sensex falls by 56%

Phase B
Dec 2010 to Dec 2011, 
Sensex falls by 24%

Phase C
Dec 2019 to May 2020, 
Sensex falls by 23%

Source: Monthly opening data of the S&P BSE Sensex
www.bseindia.com
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Disclaimer: The views and opinions expressed are those of India Today and do not necessarily reflect the views of SBI Mutual Fund. SBI Mutual Fund or any of its officers, employees, personnel, directors make no representation or warranty, express or implied, as to the accuracy, 
completeness or reliability of the content and hereby disclaim any liability with regard to the same. The material prepared is for investor education purpose and for general information only. The material is not intended to be relied upon as a forecast, research or investment advice 
and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinion provided herein is based on the various parameters/inputs and there is no assurance or guarantee that the investment goals will be achieved. Investors 
are advised to refer the Scheme Information of the respective Scheme and consult their financial, legal and tax advisers for planning of goals as well as before taking any decision of investment. The tax benefits under Section 80C are as per current tax regulations. For more details 
and provisions on gifting/third-party payments refer the Statement of Additional Information of the fund house you would like to invest.  Investors should deal only with registered Mutual Funds, details of which can be verified on the SEBI website (https://www.sebi.gov.in) under 
‘Intermediaries/Market Infrastructure Institutions’. Please refer to the website of mutual funds for process for completing one-time KYC (Know Your Customer) including process for change in address, phone number, bank details etc. Investors may lodge complaints on www.
scores.gov.in against registered intermediaries if they are unsatisfied with their responses. SCORES facilitates you to lodge your complaint online with SEBI and subsequently view its status.

Mutual Fund investments are subject to market risks, read all scheme related documents carefully.

be also used to exit 
certain poor performing 
investments during a 
market surge, as even 
poor performers tend to 
do better than what they 
have done in the past 
at such times. You could 
time the redemption of 
your investments at such 
circumstances to your 
advantage. Remember, 
profit booking will work 
the best when you have a 
clear plan to deploy the 
gains. You could use the 
gains to be redeployed at 
a later opportune time. 
Profit booking could also 
be used to rebalance your 
portfolio and the booked 
profits deployed to go 
back to the original asset 
allocation that you started 
investing with.

As an investor you 
should have an exit plan 
because having one will 
make you actively view 
your investments and 
financial goals and act 
accordingly. You can also 
avoid staying invested 
even when your financial 
goals have been achieved 
before time. Likewise, 
you also get away from 
the trap of emotional 
attachment to investments 
and exit the under 
performers than wait  
for miracles. Start today 
with a broad exit plan 
for each of your financial 
goal or investments and 
apply the exit strategy 
as a healthy investment 
practice. 

You may face unplanned situations during your investment journey 
when you may think it better to exit your investment. We look at 5 such 

circumstances when you need to take a call to act on your investments. 

#1 Facing cash flow situation: As your career picks up you may have more 
money to invest than when you started investing. Likewise, there are phases 
in life when investible surplus may go down; in situations when you have 
your children’s growing education commitments and repayment of any loans. 
Under such circumstances, pause your investments or reduce your SIPs, but 
never completely stop them. Likewise, when you have more money, think of 
increasing your SIP in the same fund scheme. 

#2 Change in cost structure: Normally when you invest in a fund scheme 
you should look up the applicable entry and exit loads. Understand the 
applicable load before you exit to factor the impact on your return from the 
investment. 

#3 Economic and political conditions: In the first five months of 2020, 
the S&P BSE Sensex was down 30%, resulting in fear and panic. The fall 
was owing to the COVID-19 global health pandemic and it was natural for 
investors to fear further dip in the markets. The 2020 Covid-19 situation is 
unprecedented and impacts all segments of the economy. Understand the 
cause of such falls rather than blindly considering an exit. For instance, in 
May 2004, the Indian markets witnessed a steep fall when the Communist 
Parties supported to form the UPA-1. The performance of the stock  
markets over the next couple of years made up for much more than the 
immediate shock. 

#4 Change in tax laws: In 2018, long-term capital gains at 10% on gains 
from equity investments of over `1 lakh in a financial year were introduced. 
Similarly, changes in dividend tax laws could change the way you treat your 
investments. When investing in mutual funds, consider the tax efficiency 
criteria. So, instead of choosing the dividend option of a mutual fund scheme, 
consider structuring an SWP (systematic withdrawal plan) in the growth
option of the equity scheme in which you have invested.

#5 Scheme underperformance: The performance of every mutual fund 
scheme is dynamic and there are times when your investments in a fund 
dip due to poor performance of the fund. Do not look at the dip in the 
fund performance in isolation, analyse the fall in conjunction with market 
conditions and also those of the peer group. There are instances when a 
scheme’s returns take a hit owing to economic changes or due to certain 
investment bets not working out. 

Countering Exit Triggers
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