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In the dynamic world of equity investing, "one size fits all" rarely applies. As market
leadership shifts between blue-chip giants and high-growth mid-sized companies, investors
often find themselves trapped in rigid categories. Enter Flexi-Cap Funds—the Swiss Army
knife of equity mutual funds.

This article explores why Flexi-Cap funds have become the cornerstone of modern portfolios,
the regulatory framework governing them, and how to select the right one for your financial
journey.

What are Flexi-Cap Funds?

A Flexi-Cap Fund is an open-ended dynamic equity scheme that has the mandate to invest
across the entire market capitalization spectrum: Large-Cap, Mid-Cap, and Small-Cap.

Unlike other categories that have "floors" or "ceilings" on where they can invest, Flexi-Cap
funds grant the fund manager the freedom to pivot the portfolio based on where they see
the best risk-adjusted opportunities.

SEBI & AMFI Guidelines: In November 2020, the Securities and Exchange Board of India
(SEBI) introduced the "Flexi-Cap" category to give fund houses more operational freedom.
The key regulatory requirements include:

- Equity Exposure: At least 65% of the total assets must be invested in equity and
equity-related instruments.

- Market-Cap Allocation: Unlike Multi-Cap funds (which must hold 25% each in Large,
Mid, and Small caps), Flexi-Cap funds have no minimum or maximum limit for any

specific market cap.

- Taxation: These are treated as equity funds. Short-term gains (less than 1 year) are
taxed at 20%, while long-term gains (above 1 year) are taxed at 12.5% for gains
exceeding X1.25 Lakh.

Performance Across Market Cycles: The true power of a Flexi-Cap fund lies in its
adaptability. Since no single market segment outperforms consistently, the fund manager
can "follow the money."

1. The Bull Market Phase: When the economy is booming and risk appetite is high, fund
managers often tilt the portfolio toward Mid and Small-caps. These segments
typically offer higher "alpha" (excess returns) during expansionary phases.

Example: During the mid-cap rally of 2017 or the post-Covid recovery in 2021, Flexi-Cap
funds that aggressively shifted to mid-caps significantly outperformed pure Large-cap funds.




2. The Bear Market Phase: During a downturn or high volatility, the manager can seek

"safety" by moving assets into Large-caps (stable, cash-rich companies).

Case Study: In the 2020 Covid crash, many Flexi-Cap funds reduced small-cap exposure and
increased holdings in "Blue-chip" stocks, resulting in lower drawdowns compared to pure
Mid-cap schemes.

Who is the Right Investor?

Flexi-Cap funds are often described as "Go-Anywhere" funds, but they aren't for everyone.
They are most suitable for:

The "Core" Portfolio Seeker: Investors who want a single fund to manage their entire equity

exposure.

Moderate to High Risk Takers: While large-caps provide a cushion, the presence of
mid and small-caps introduces volatility.

Long-Term Horizons: Ideally, a 5-7 year investment window is required to let the
fund manager’s tactical shifts play out across a full market cycle.

Understanding the Risks

Fund Manager Risk: Since there are no rigid limits, the performance is heavily
dependent on the manager’s decision-making. A wrong call on market-cap timing can
lead to underperformance.

Market Volatility: They are subject to the same systemic risks as any equity
investment.

Style Drift: Some Flexi-Cap funds may behave like "hidden" Large-cap funds, while
others may be "closet" Mid-cap funds. It is vital to check the underlying allocation.

How to Select the Right Flexi-Cap Fund

Choosing a fund based on last year’s "top return" is a common pitfall. Instead, use these
criteria:

Upside/Downside Capture Ratio: Look for funds that capture a high percentage of
market gains during bull runs but lose less than the market during crashes.

Fund Manager Pedigree: Check the manager's experience across different market
cycles (e.g., 2008, 2013, 2020). Consistency matters more than a single year of
brilliance.

Portfolio Overlap: Ensure the fund doesn't just mirror your existing holdings. If you
already own many large-cap stocks, choose a Flexi-Cap fund with a proven "growth"
or "mid-cap" bias.

Expense Ratio: Lower costs lead to better compounding over the long run.




Flexi-Cap Funds: A Market Guide

Features Flexi-Cap Funds Multi-Cap Funds
Minium Equity 65% 75%
Flexibility High (0-100% in any gap) Restricted (min. 25% in each
cap)
Risk Profile Variable (Manager Higher (Due to mandatory
Dependant) cap)

The Crescent MFD Conclusion

Flexi-Cap funds represent the evolution of smart investing—combining the stability of giants
with the growth of tomorrow's leaders. By delegating the complex task of "market-cap

timing" to professional managers, you can focus on your long-term goals while your portfolio
stays agile.




