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" Gold Mutual Fund Vs GOLD ETF Cost
Structure Explained-

e When you invest in a Gold Mutual Fund, whether it is called a
Fund of Fund (FoF), Gold Savings Fund, or any other variant, you
end up paying a dual expense ratio.

e This structure is completely different from equity index mutual
fund investing. In index mutual funds, the underlying investments
are the actual constituent stocks of the index, not an ETF from
the same AMC.

" How does the cost structure work?
Layer 1: Underlying Gold ETF

The Gold ETF charges its own expense ratio for managing and
storing physical gold.

This cost is deducted daily from the ETF's NAV.
Layer 2: Gold Mutual Fund (FoF)

The Gold Mutual Fund holds units of the underlying Gold ETF only,
and that ETF belongs to the same AMC.

The FoF charges an additional expense ratio for providing liquidity,
SIP administration, and other operational costs.

This cost is deducted from the Mutual Fund’s NAV.

Total cost to the investor ® Expense Ratio of ETF + Expense Ratio
of FoF

Total cost to the investor = Expense Ratio of ETF +

Expense Ratio of FoF
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" lllustrative example

Expense

IE!:}[lk Ratio ‘E[:[]L
GOLD ETF % g GOLD FUND
An open-ended Gold Exchange o 70 % 0.1 0 % An open-ended Fund of Fund

Trisdat Cotisiia Scheme investing in SBI Gold ETF

Effective total cost: By holding the SBI Gold Fund, the investor
pays approximately 0.80% per year.

(0.70% from the ETF + 0.10% from the FoF)

e The primary investment objective of Gold Mutual Funds is the
precise replication of physical gold price movements.

e While expense ratio is a critical metric, it cannot be the sole
determinant of fund selection.

» A comprehensive selection process requires examining tracking
error (%), which represents the degree to which a Gold Mutual
Fund’s returns deviate from its benchmark index (domestic
physical gold prices).

e For gold-focused funds, tracking error becomes the primary
indicator of portfolio efficiency and fund manager execution
quality.

e A lower expense ratio does not automatically translate into lower
tracking error.

| Root causes of tracking error

Tracking error in Gold Mutual Funds arises from two distinct
components:

01. 02.

Expense 5% flexibility in
Ratio asset allocation
Annual management fees SEBI mandates a minimum of
and administrative costs 95% investment in physical gold

charged to the fund. or gold-linked instruments.
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This allows the asset manager discretionary authority to hold
alternative instruments, creating both opportunities and risks.

1. Cash and Cash Equivalents (T-Bills)

Used solely for daily liquidity management and handling
redemption flows.

2. Commodity Futures (Gold Futures)

Used to improve tracking efficiency when bridging physical
settlement delays while purchasing physical gold bars.

3. Securities Lending and Borrowing

Used to generate additional returns by lending the underlying
holding securities to offset expense ratio drag.

This can reduce net tracking error if lending income exceeds
associated costs.

lllustrative example

Assume gold prices rise by 10% in a year. You are choosing
between two funds.

01. 02.

Fund A (cheap one) Fund B (Expensive one)
Gold Return: +10.00% Gold Return: +10.00%

Less Expense Ratio: -0.50% Less Expense Ratio: -1.00%

Less Tracking Error (Lag): -1.00% Less Tracking Error (Lag): -0.00%

Final Investor Return: approx 8.5 % Final Investor Return: approx 9.00%
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e All available Gold ETFs in the past 1yr delivered returns in the
76%—-79% range, driven by the sharp gold rally in 2025.

e Tracking Error matters more: Lower is better. The top 10 ETFs,
with tracking error between 0.14% and 0.22%.

Rank (by

Total Cost)

ETF Name Tracking Expense
Error (%) Ratio (%)

Total Approx.

Cost (%)

10.

UTI Gold ETF 0.14
Tata Gold ETF 0.22
ICICI Prudential 0.21
Gold ETF

Aditya Birla Sun 0.25
Life Gold ETF

Quantum Gold 0.17
Fund ETF

Invesco India Gold  0.22
ETF

Axis Gold ETF 0.22
Baroda BNP 0.22
Paribas Gold ETF

SBI Gold ETF 0.22

Nippon India ETF 0.23
Gold BeES

0.48

0.40

0.50

0.47

0.56

0.55

0.56

0.59

0.70

0.80

0.62

0.71

0.72

0.73

0.77

0.78

0.81

0.92

1.03

| Top 3 Gold ETF funds comparison -

Tata Gold ETF

Metric UTI Gold ICICI Prudential
ETF Gold ETF
Tracking Error 0.14% 0.21%
(Efficiency)
Expense Ratio (Cost) 0.48% 0.50%

Liquidity (Avg volume) | Moderate Very Hig
Unit trades/day

Assets Under
Management

Unit Price (NAV) ~3114 ~3117

1-Year Return

(Fund) 78.47% 77.86%

Benchmark 1-Year

Return

(Domestic physical

gold price)

h =

~33,035Cr ~%13,617 Cr _

~79.43%

0.22%

0.40% _

High

~32,450 Cr

~313
(Affordable)

7710%
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Final Recommendation

(dicici

EXCHANGE TRADED FUNDS

ICICI Prudential Gold ETF

e The difference between a Gold ETF and a Gold Mutual Fund is
marginal because the underlying asset is physical gold.

e Gold is inherently less volatile and represents a single
commodity exposure, unlike equity ETFs such as Nifty 50 that
hold 50 different stocks driving the bid-ask spread.

e As a result, price-to-NAV deviation in Gold ETFs remains
negligible, typically around 0.04%-0.05%.

e An ETF is a suitable choice if your broker offers free equity
delivery.

e If brokerage costs apply, a Gold Mutual Fund becomes a practical
alternative.

Recommended Gold Mutual Fund option

4 ™
ficici
PRUDENTIAL? >/

\_ ASSET MANAGEMENT

ICICI Prudential Regular Gold Savings
Fund- Direct plan growth

Total cost = 0.59%
(ETF expense 0.50% + FoF expense 0.09%).
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Statutory Disclaimer:

Mutual Fund investments are subject to market risks, read all scheme-related
documents carefully. The Net Asset Values (NAVs) of the funds may experience
fluctuations, influenced by various factors affecting the securities market and
changes in interest rates. Data, video clippings, graphs and/or information
displayed on this report are for information purposes only.

Registration granted by SEBI, enlistment with BSE and certification from NISM in ho
way guarantee performance of the intermediary or provide any assurance of re-
turns to investors. The past performance of the mutual funds does not necessarily
predict future results. The Mutual Fund report does not provide a guarantee or as-
surance of returns under any scheme.

Nothing contained in this document shall be construed as investment or financial
recommendation or advice. Investors are advised to thoroughly review the pro-
spectus and seek professional guidance on any specific legal, tax, or financial
implications related to investing or participating in the scheme.

While all efforts have been taken to make this report as authentic as possible,
please refer to the notified Gazette copies of Acts/Rules/Regulations for authentic
version or for use before any authority. We will not be responsible for any loss to
any person/entity caused by any shortcoming, defect or inaccuracy
inadvertently or otherwise crept into this report.

This report is intended solely for informational purposes to assist readers in con-
ducting their research and must not be used as the basis for making any invest-
ment decision. Readers are strongly encouraged to perform their due diligence
and consult a qualified investment advisor before making any financial or invest-
ment decisions. This document does not constitute, and should not be construed
as, financial or investment advice or d recommendation to buy, sell, or hold any
securities.

The opinions expressed herein are those of the author and are subject to change
without notice as market conditions evolve. While every effort has been made to
ensure the accuracy and completeness of the information provided, neither the
author nor Finology Ventures Private Limited shall be held liable for any direct or
indirect losses resulting from using this report.

Disclosure:

Finology Ventures Private Limited, a SEBI Registered Research Analyst (Registra-
tion No: INH000024277), has no prior disciplinary history as of the date of this publi-
cation. The views expressed in this report are those of Mr. Ankur Kala, our research
analyst, and reflect his independent analysis of the subject company.

Neither the Company nor any of its employees have served as employees, offi-
cers or directors of the subject company.

The Company does not have any financial interest in the subject company.
The Company does not have actual or beneficial ownership of more than 1% in the

subject company at the end of the month immediately preceding this report’s
publication date.



