Risk Factors — Shriram Nifty 1D Rate Liquid ETF
Section A — Summary Risk Factors 
1. Tracking Error Risk: The Scheme’s returns may differ from the returns of the NIFTY 1D Rate Index due to expenses, transaction costs, cash holdings and other factors.
1. Tracking Difference Risk: The Scheme may underperform or outperform the underlying index over a period due to various operational and market factors.
1. ETF Liquidity Risk: ETF units may not always have sufficient trading liquidity on the stock exchange.
1. Premium/Discount Risk: ETF units may trade at a premium or discount to the Scheme’s NAV depending on market demand and supply.
1. Passive Investment Risk: The Scheme follows the underlying index and does not take active defensive investment decisions based on market conditions.
1. Market Risk: The value of the Scheme’s investments may fluctuate due to changes in market conditions.
1. Regulatory Risk: Changes in regulations applicable to ETFs, exchanges, market makers or the underlying securities may affect the Scheme.
1. Liquidity/Redemption Risk: Investors holding units below the specified creation unit size may generally need to transact through the secondary market.
Section B — Detailed Risk Factors 
Standard Risk Factors
1. Investment in Mutual Fund units involves investment risks such as trading volumes, settlement risk, liquidity risk, default risk including the possible loss of principal.
1. As the price / value / interest rate of the securities in which the Scheme invests fluctuates, the value of the investment in the scheme can go up or down depending on various factors and forces affecting capital markets and money markets.
1. Past performance of the Sponsor / AMC / Mutual Fund does not guarantee the future performance of the Scheme.
1. The name of the Scheme does not in any manner indicate its quality or its future prospects and returns.
1. The Sponsor is not responsible or liable for any loss resulting from the operation of the Scheme beyond the initial contribution of Rs. 1 lakh made by it towards setting up the Fund.
1. The present scheme is not a guaranteed or assured return scheme.
Risk Associated with Exchange Traded Funds (ETFs)
1. Absence of Prior Active Market: Although the units of ETFs are listed on the Stock Exchange for trading, there can be no assurance that an active secondary market will develop or be maintained.
1. Lack of Market Liquidity: Trading in units of ETFs may be halted due to market conditions or exchange/regulator concerns, and may be subject to circuit-breaker trading halts. There is no assurance that listing requirements will continue to be met.
1. Units May Trade at Prices Other than NAV: Units of ETFs may trade above or below their NAV, fluctuating with changes in market value of holdings, market supply and demand; large discounts or premiums may not be sustainable given the creation/redemption mechanism and iNAV disclosure.
1. Regulatory Risk: Changes in trading regulations by the Exchange or SEBI may affect the ability of market makers to arbitrage, resulting in wider premium/discount to NAV. The AMC and Trustees are not liable for delay in listing or connectivity problems with depositories due to events beyond their control.
1. Political Risks: Changes in the Indian political situation, including social or economic instability, diplomatic developments, and changes in laws and regulations (including expropriation or confiscatory taxation), could affect the value of investments.
1. Right to Limit Redemptions: The Trustees may, in the general interest of unit holders and keeping in view unforeseen circumstances/unusual market conditions, limit the total number of Units that can be redeemed on any Business Day depending on the total “Saleable Underlying Stock” available with the fund.
1. Redemption Risk: Even though this is an open-ended scheme, the Scheme would ordinarily repurchase Units in Creation Unit size; unit holdings less than the Creation Unit size can normally only be sold through the secondary market, except in specified exit-opportunity circumstances for investors other than Market Makers and Large Investors.
1. Asset Class Risk: Returns from the types of securities in which the Scheme invests may underperform returns from general securities markets or different asset classes, which tend to go through cycles of out-performance and underperformance.
1. Passive Investments: As the Scheme is not actively managed, underlying investments may be affected by a general decline in the Indian markets relating to its Underlying Index. The Scheme invests in securities included in the index regardless of investment merit and does not take defensive positions in declining markets.
1. Tracking Error / Tracking Difference Risk: May arise due to expenditure incurred by the fund, holding of cash positions to meet redemptions, deployment of funds into TREPS at rates differing from the CCIL weighted average rate used for index computation, execution of large buy/sell orders, transaction cost, and realisation of unit holders’ funds.
Risk Specific to Investing in Securities Forming Part of Nifty 1D Rate Index
1. Shriram Nifty 1D Rate Liquid ETF is a passively managed ETF, i.e., the amount collected under the scheme is invested in securities comprising the underlying index in the same weightages as they have in the underlying index.
1. The composition of the underlying index is subject to changes that may be effected periodically by the Index Service Provider.
1. Performance of the underlying index will have a direct bearing on the performance of the scheme.
1. The extent of the tracking error may have an impact on the performance of the scheme.
Tracking Error Risk and Tracking Difference Risk
The Fund Manager may not be able to invest the entire corpus exactly in the same proportion as the underlying index due to factors such as fees and expenses of the scheme, corporate actions, cash balance, changes to the underlying index and regulatory policies, which may affect the AMC’s ability to achieve close correlation with the underlying index. The Scheme’s returns may therefore deviate from those of its underlying index (Tracking Error). Tracking Difference is the difference of returns between the Scheme and the Benchmark Index, annualised over 1 year, 3 years, 5 years, 10 years and since the Scheme’s inception.
The fund manager will endeavour to limit the tracking difference over a one-year period within 1.25%. In case the average annualised tracking difference over a 1-year period is higher than 1.25%, the same will be brought to the notice of Trustees with corrective actions taken by the AMC. There can be no assurance or guarantee that the Scheme will achieve any particular level of tracking error / difference relative to the performance of the Underlying Index.
Risks Associated with Debt and Money Market Instruments / Fixed Income Securities
1. Credit Risk: The risk associated with the issuer of a debenture/bond or money market instrument defaulting on coupon payments or repayment of principal at maturity. Even absent default, prices may change with expected changes in the issuer’s credit rating. Government Securities are the safest; corporate bonds carry higher credit risk, and a bond rated higher by a rating agency is safer than one rated lower by the same agency.
1. Price-Risk / Interest-Rate Risk: Fixed income securities run price-risk — generally, when interest rates rise, prices of fixed income securities fall, and vice versa. The extent of movement depends on existing coupon, payment frequency, days to maturity and change in interest rate levels. However, debt securities in the scheme are intended to be held till maturity, at which point there is no interest rate risk at the end of the tenure. Floating rate government securities have the least sensitivity to interest rate movements.
1. Liquidity Risk: A large percentage of total traded volumes on particular days may be concentrated in a few securities in the Indian debt market; the scheme might have to incur a significant “impact cost” while transacting large volumes in a particular security.
1. Reinvestment Risk: Investments in fixed income securities carry reinvestment risk, as interest rates prevailing on coupon payment or maturity dates may differ from the original coupon of the bond.
1. Basis Risk: The underlying benchmark of a floating rate security or a swap might become less active or may cease to exist, and thus may not capture exact interest rate movements, potentially resulting in loss of portfolio value.
1. Spread Risk: In a floating rate security, the coupon is expressed as a spread over the benchmark rate; the spread may move adversely or favourably during the tenure of the security, leading to fluctuations in portfolio value even where the underlying benchmark yield does not change.
1. Risk of Rating Migration: The price of a rated security is impacted by changes in its credit rating — a downgrade reduces market value while an upgrade increases it, as illustrated in the SID with a hypothetical AA-rated security example.
1. Counterparty and Settlement Risk: The probability that the other party may not fulfil its part of the deal and may default on contractual obligations, comprising both credit and liquidity risk. Corporate Bond Repo is settled bilaterally in the OTC segment (unlike TREPS, where CCIL is the central counterparty with no settlement risk); settlement risk in reverse repo is mitigated by requiring the counterparty to deliver collateral before cash is lent, and the Mutual Fund maintains a limited universe of counterparties (Scheduled Commercial Banks, Primary Dealers, Mutual Funds and National Financial Institutions).
1. Legislative Risk: Changes in government policy in general, and changes in tax benefits applicable to Mutual Funds, may impact returns to investors in the scheme.
1. Prepayment Risk: Certain fixed income securities give an issuer the right to call back securities before maturity in periods of declining interest rates; such prepayment may force the fund to reinvest proceeds at lower yields, reducing interest income.
1. Instrument-Level Risk: Different types of securities carry different levels and types of risk depending on the scheme’s investment pattern; corporate bonds carry higher risk than Government securities, and AA-rated corporate bonds are riskier than AAA-rated bonds.
Risks Associated with Investing in Tri-Party Repo through CCIL (TREPS)
The mutual fund is a constituent member of the securities segment and Tri-Party Repo trade settlement of the Clearing Corporation of India (CCIL). Transactions are settled centrally through CCIL’s infrastructure, reducing settlement and counterparty risk. CCIL maintains prefunded resources across clearing segments to cover potential losses from a defaulting member, utilised in a sequence known as the “Default Waterfall.” After the defaulter’s margins and contribution to the default fund are appropriated, CCIL’s own contribution is used; any residual loss is thereafter appropriated from the default fund contributions of non-defaulting members. The Scheme is thus subject to the risk of its initial margin and default fund contribution being invoked in the event of a settlement failure, including use of its contribution to meet residual losses caused by another defaulting member. CCIL periodically prescribes eligible collateral securities; presently, Central Government securities and Treasury bills are accepted, and this may change if CCIL notifies other securities as eligible.
Risks Associated with Investing in Government of India Securities
Even though the Government of India Securities market is more liquid compared to other debt instruments, on certain occasions there could be difficulties in transacting due to extreme volatility leading to constriction in market volumes. The liquidity of the Scheme may also suffer if relevant RBI guidelines undergo adverse changes.
Risk Factors Associated with Processing of Transactions through Stock Exchange Mechanism
The trading mechanism introduced by the Stock Exchange(s) is configured to accept and process transactions for mutual fund Units in both Physical and Demat form. Allotment and/or redemption of Units through NSE and/or BSE or any other authorised Stock Exchange(s) on any Business Day will depend upon the modalities of processing (collection of application forms, order processing/settlement, etc.) over which the Fund has no control. Transactions conducted through the Stock Exchange mechanism are governed by the operating guidelines and directives of the respective recognised Stock Exchange(s); accordingly, there could be negative impacts to investors such as delay or failure in allotment/redemption of units, for which the Fund and the AMC are not responsible.
Risks Associated with Segregated Portfolio
1. Investors holding units of a segregated portfolio may not be able to liquidate their holding till the time of recovery of money from the issuer.
1. Securities comprising the segregated portfolio may not realise any value.
1. Listing of units of the segregated portfolio on a recognised stock exchange does not necessarily guarantee their liquidity; there may not be active trading of units, and the trading price on the stock market may be significantly lower than the prevailing NAV.
Risk Associated while Transacting through Email (Applicable for Non-Individual Investors)
The AMC allows investors to transact in mutual fund units through email. Email-based instructions are inherently vulnerable to risks such as interception, unauthorised access, phishing, spoofing, failed delivery and unintended transmission, and investors should ensure appropriate safeguards are in place. The AMC does not accept any responsibility or liability for any loss, damage or inconvenience caused due to errors, delays, non-receipt or unauthorised access associated with transacting through email.

