
Myth # Stock markets are volatile and risky.

Equities do exhibit relatively higher volatility compared to most asset
classes over shorter time periods, but as the holding period increases,
this volatility decreases. This is because over the near term, various
factors – liquidity, earnings expectations, speculation impact the
‘sentiment’. Over the longer term, stock prices reflect the earnings
growth of a company and this is the reason investment managers
focus on corporate fundamentals to help you earn superior risk
adjusted returns over a long investment horizon. In addition,
diversified equity funds are likely to display lower volatility than
individual stocks, as the exposures are spread over a large number of
stocks. The following calculations for Franklin India Bluechip Fund
show how the downside risk associated with stock market investing
tends to decline as you hold your investments longer:

Maximum Minimum Average Possibility Possibility 
Returns Returns Returns of making of losing 

money money

1 Year 199.4% -36.4% 34.7% 73.8% 26.2%

2 Year 109.3% -24.6% 29.5% 75.4% 24.6%

3 Year 81.0% -9.6% 28.7% 85.2% 14.8%

4 Year 53.8% -0.3% 27.0% 99.7% 0.3%

5 Year 43.9% 14.0% 26.5% 100.0% 0.0%

6 Year 42.1% 12.4% 26.9% 100.0% 0.0%

7 Year 41.1% 9.5% 27.1% 100.0% 0.0%

8 Year 39.9% 11.5% 26.7% 100.0% 0.0%

9 Year 40.9% 16.0% 26.5% 100.0% 0.0%

10 Year 33.9% 20.2% 25.7% 100.0% 0.0%

Past performance may or may not be sustained in future. Annualized Compounded
returns based on Growth Plan NAV; Period - Inception date (1.12.1993) to 30.6.2006. BSE Sensex
rolling returns for the same period: Maximum returns, Minimum returns, Average returns,
Possibility of making money, Possibility of losing money: 1 Year, 101.7%, -41.3%, 11.7%, 54.7%,
45.3%; 2 Year, 64.7%, -25.8%, 8.7%, 60.0%, 40.0%; 3 Year, 62.2%, -18.5%, 7.5%, 62.1%, 37.9%;
4 Year, 38.4%, -10.8%, 5.4%, 64.7%, 35.3%; 5 Year, 28.9%, -7.8%, 4.5%, 67.9%, 32.1%; 6 Year,
20.3%, -4.6%, 4.3%, 71.0%, 29.0%; 7 Year, 20.4%, -7.6%, 4.5%, 67.3%, 32.7%; 8 Year, 16.6%, -
5.1%, 4.5%, 67.3%, 32.7%; 9 Year, 14.4%, -2.9%, 5.6%, 78.0%, 22.0%; 10 Year, 13.3%, 0.9%, 6.8%,
100.0%, 0.0%. Sales load has not been taken into consideration. Dividend/Bonus are adjusted.

Myth # Fund Managers could have shifted into cash
to protect the downside in recent months.

As mentioned above, a ‘long term’ focus is the key to successful equity
investing. The question should not be ‘Markets appear to be
overvalued, why not shift to cash?’ rather it should be ‘Have the long
term fundamentals underpinning the India story changed drastically?’
On the latter, the consensus has been and continues to be, that India
is a good growth story over the coming decades. Hence, the focus of
our fund managers during the recent corrective phase has been to gain
exposure to companies that are likely to benefit from this secular
growth.

One also needs to remember that typically diversified equity funds are
long-only products. This means that the fund manager’s mandate is to
remain invested in equities based on the investment objective. For
investors who would like to change their investments based on
market conditions, there are different products like hedge funds,
dynamic asset allocation funds (our FT Dynamic PE Ratio Fund of
Funds) that are specifically designed to make tactical asset allocation

changes. Finally, getting the timing of equity investments exactly right
is difficult even for the most experienced fund manager! At Franklin
Templeton, we do not believe in taking cash calls on fund portfolios
and we try to reduce equity-related risks through stock selection
which is based on deep fundamental research.

Myth # Timing is crucial to equity investing.

To reap the rewards of equity investing, remaining consistently
invested is far more important than timing your investment right.
Short-term market swings are notoriously difficult to predict and this
is why trying to time your investments based on them can be
counterproductive. Here is an example to show how carefully timed
investments in the Franklin India Bluechip Fund fared against a
regular investment approach over a 5-10 year holding period. 

Let’s divide the last five years into 10 periods of six months each (June
1, 2001 to November 29, 2001 and so on) and identify the date on
which the BSE Sensex value was the lowest in each period. Remember
that this is just a hypothesis and chances of accurately identifying
such low points in advance, is next to impossible. If one had invested
Rs.10,000 in Franklin India Bluechip Fund at the low points in the
Sensex, the total investment of Rs.1 lakh would have grown to
Rs.3.32 lakhs till date. 

Date Lowest point Bluechip Value of
in BSE Sensex NAV(Rs.) Rs. 10000

invested 

21-Sep-01 2600.12 14.88 67460 

23-May-02 3114.05 21.10 47573 

28-Oct-02 2834.41 19.83 50620 

25-Apr-03 2924.03 22.82 43988 

22-Jul-03 3554.13 28.69 34988 

17-May-04 4505.16 43.51 23071 

5-Jul-04 4843.77 47.28 21231 

12-Jan-05 6102.74 59.35 16913 

7-Jul-05 7145.13 67.51 14869 

14-Jun-06 8929.44 85.37 11758 

Total Current 
Investment Rs.100,000 Value Rs. 332,471 

Past performance may or may not be sustained in future. Bluechip Fund (FIBCF)

Growth Plan NAV as on 30.6.2006 – Rs.100.38. Calculations factor in dividends/bonuses. Current value

of Rs.10000 invested in BSE Sensex - Period, Value (Rs.): 21-Sep-01, 40803; 23-May-02, 34069; 28-Oct-

02, 37430; 25-Apr-03, 36283; 22-Jul-03, 29850; 17-May-04, 23549; 5-Jul-04, 21903; 12-Jan-05, 17384;

7-Jul-05, 14848; 14-Jun-06, 11881. Total investment of Rs.1 lakh invested in BSE Sensex would have

grown to Rs.268,001.

As against this, if one had simply invested Rs.10,000 on the first
working day of each period, the total investment of Rs. 1 lakh would
have grown to 3.08 lakhs. This clearly indicates that getting the
timing right does not really translate into a significant advantage over
simple systematic investing. The following table validates this point
further: 
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Rolling returns are a series of returns calculated for a fixed period, within a given timeframe. The following
example explains this. Over a 10 year period, there would be 365 x 5 number of days on which you can
invest for a 5 year period (assuming there are no holidays). This is because it is only investments made in
the first 5 years which can have 5 year returns. Thus, if you were to look at 5 year returns during this period,
you would get a table of 1825 return values. This entire series of 1825 return values is called the 5 year
rolling returns. 

Investment Objective: Franklin India Bluechip Fund: An open end growth scheme seeking to provide
medium to long term capital appreciation. FIBCF Entry Load: 2.25%, Exit Load: Nil. Risk Factors : All
investments in mutual funds and securities are subject to market risks and the NAV of the schemes may go
up or down depending upon the factors and forces affecting the securities market including the fluctuations
in the interest rates. There can be no assurance that a schemes investment objectives will be achieved. The past performance of the mutual funds managed by the Franklin Templeton Group and its
affiliates is not necessarily indicative of future performance of the schemes. The above is only the name of the scheme and does not in any manner indicate the quality of the scheme, their future
prospects or returns. The Mutual Fund is not guaranteeing or assuring any dividend under any of the schemes. The Mutual Fund is also not assuring that it will make any dividend distributions under
the dividend plans of the schemes though it has every intention of doing so. All dividend distributions are subject to the investment performance of the schemes. The investments made by the schemes
are subject to external risks. Please read the offer documents before investing. Statutory Details : Franklin Templeton Mutual Fund in India has been set up as a trust by Templeton International Inc.
(liability restricted to the seed corpus of Rs.1 lac) with Franklin Templeton Trustee Services Pvt. Ltd. as the Trustee (Trustee under the Indian Trust Act 1882) and with Franklin Templeton Asset
Management (India) Pvt. Ltd. as the Investment Manager. The Fund offers NAVs, purchases and redemptions on all business days except during the period when there is a book closure

(This literature is meant for use by the receipient and not for circulation. The contents are not to be copied, reproduced or made available to others.)

Franklin Templeton 
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Investing  Investing on the Difference
on the best days first business in 
of each half-year day of each performance 

period half-year period

3-year period 50.4% 42.8% 7.6%

5-year period 51.0% 43.6% 7.4%

7-year period 39.4% 34.4% 5.0%

10-year period 37.8% 35.0% 2.8%

Past performance may or may not be sustained in future. These calculations factor in
bonuses and dividends. Benchmark BSE Sensex. Investing on the best days of each half-year period. 3
years: 48.2%, 5 years: 41.3%, 7 years: 28.3%, 10 years: 20.8%; Investing on the first business day of each
half-year period. 3 years: 39.1%, 5 years: 33.1%, 7 years: 23.1%, 10 years: 17.3%; Difference in
performance. 3 years: 9.1%, 5 years: 8.2%, 7 years: 5.4%, 10 years: 3.5%.

As the above example shows, the longer you hold your equity funds,
the lower is the impact of timing on the investment returns that you
earn. This is why we urge you to use the systematic investment plan,
an approach that allows you to invest small sums in equity funds at
regular intervals, so that you reduce risks associated with timing.

Myth # Interest rates are moving up. Hence, this is
the time to shift into debt investments.

Deciding on when to shift between equity and debt investments is as
difficult as calling the direction of the stock and bond markets. Your
investment decisions should be guided by your financial needs and
risk profile, and not by short term market movements. The ideal way
to invest is to formulate an asset allocation plan based on your goals,
risk appetite and time horizon. Your financial advisor will help able to
chart out such a financial plan and once you decide on an asset
allocation plan, you need to stick to it. This discipline will help you
realize your goals rather than trying to shift between asset classes
based on recent market trends. 

Myth # "Safe" fixed income investments are adequate.

Each investor will have a different financial objective, risk profile and
time horizon, and his investment decisions should reflect these
parameters. There is no point in investing in equities, if your
investment horizon is short or if you are going to lose sleep over day-
today market fluctuations. However, you should consider two factors
– the low level of returns from traditional fixed income avenues and
inflation, which  impact your investment returns. Steadily rising
inflation is one of the key characteristics of any growing economy and
India appears to be in a midst of a secular upturn in its economic
cycle. Therefore, it appears quite probable that inflation will continue
to creep up over the next few years, reducing the "real" returns earned
by your fixed return investments.

Hence, while planning for long term goals needs as retirement or
children’s education, you need to factor in the impact that inflation
can have on returns. Investing in stocks allows you to participate in
the growth potential of Indian businesses while at the same time
allowing you to better inflation over the years. Allocating some
portion of your portfolio to stocks may therefore be necessary to earn
reasonable returns on your savings and investments over a longer
investment horizon. 

Myth # Performance is the only criteria for choosing
between investments.

Because emotions play a big role in investment decisions, the
temptation is often strong to "chase" the fund / asset that had
delivered the highest returns and avoid those that have
underperformed in the recent past. But by choosing investments in
this manner, one tends to lose sight of important factors such as
financial goals, risk profile and time horizon, which are crucial. What
is more, given the cyclical nature of the markets, such an approach
can also lead to investors missing out on opportunities or getting
invested at the peak. 

Let us consider two instances – a) If one shifted out of equities in early
2001 (due to negative returns in 2000-01) he would have missed the
sharp re-rating of Indian stocks that took place after that. The BSE
Sensex has delivered an annual return of 22.8% between March 2001
and June 2006. b) Investors with a significant portion of assets in
income funds in September 2002, based on their returns of about 14-
16% in the preceding year, would have lost an opportunity to
participate in the entire equity rally until 2006. The following table
gives other instances wherein a focus on the preceding year’s
performance would have been detrimental to the investor’s returns.

Month Returns Returns 
invested preceding till

1 year (%) date(%)*

Sensex Sep-02 6.39 40.15

Midcap Index Sep-05 63.19 3.60**

IT Index Mar-01 -72.13 17.53

FMCG Index Dec-04 -4.58 50.39

Past performance may or may not be sustained in future.
*Compounded annualized returns from investment date till June 30
2006. ** Absolute. All are BSE indices.

This goes to show that instead of chasing or avoiding investments
based on short term trends, diversifying into possible winners across
investment styles and asset classes, in line with your objectives and
risk preferences is a more prudent approach. 

Finally, we urge you to look for the following factors while choosing
between equity funds:

• Track record / experience of the fund house

• Stability of the investment team / adherence to an investment
process

• Consistent performance of the fund across market cycles

• Disclosure and service levels offered by the fund house

• Relative performance among its peer group (across time
periods)

• Investment style (whether it suits your risk profile)


