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When investing in mutual funds, most people tend to focus on returns — and rightly so. After all, 
the goal is to grow your wealth. But what often gets overlooked are the costs that come with 
investing, and one of the most important among them is the Total Expense Ratio (TER). 

TER might sound like a technical term, but it’s something every mutual fund investor should 
understand. It includes the various charges a fund house deducts for managing your investment — 
like management fees, administrative costs, and marketing expenses. These costs are taken out of 
your returns, so even a small difference in TER can make a noticeable impact over the long run. 

The lower the TER, the more of your money stays invested and working for you. That’s why it's 
essential to know what the total expense ratio meaning is, how it's calculated, and how it 
influences your actual returns. 

In this guide, we’ll break down everything you need to know about TER — from how it works to 
what makes a good TER — so you can make more informed decisions with your mutual fund 
investments. 

What is TER (Total Expense Ratio)? 

The Total Expense Ratio (TER) is a key metric that represents the total annual cost of managing 
and operating a mutual fund. It includes a range of expenses such as fund management 
fees, administrative charges, record-keeping, auditing, distribution and marketing expenses, and 
other operational costs incurred by the fund house. These costs are expressed as a percentage of 
the fund’s average Assets Under Management (AUM). Since they are deducted from the fund’s 
assets, TER has a direct impact on the returns that investors ultimately receive. 

For example, if a mutual fund delivers a gross return of 12% in a given year and its TER is 1.5%, 
your net return would be 10.5%. Over time, even small differences in TER can significantly affect 
your wealth accumulation. 

Why is Total Expense Ratio Important? 

TER is a key factor to keep in mind when evaluating a mutual fund, particularly when you're 
comparing funds with similar historical performance. A lower expense ratio in mutual funds often 
translates to better take-home returns for investors, since less of your money is being used to 
cover fund-related costs. This becomes even more important in long-term investments, where the 
power of compounding magnifies the impact of even small cost differences over time. 

Understanding TER in mutual fund schemes also helps investors make informed choices — 
whether deciding between actively and passively managed funds, or choosing between direct and 
regular plans. It’s also useful when selecting between payout options like IDCW vs Growth, 
depending on your income needs and tax preferences. 
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How Total Expense Ratio (TER) Works 

The Total Expense Ratio (TER) covers all the operational costs incurred by a mutual fund to 
manage and maintain the investment. These costs typically include fund management fees, 
administrative charges, audit fees, registrar services, and even marketing and distribution 
expenses. Rather than being charged separately to the investor, these expenses are deducted 
directly from the fund’s total assets. As a result, they reduce the overall returns that are passed on 
to investors. 

To put it into perspective, imagine a mutual fund that incurs total annual expenses of ₹1.5 crore 
and manages an average Assets Under Management (AUM) of ₹100 crore. The TER in this case 
would be calculated as: 

TER = (Total Expenses / Average AUM) × 100 = (1.5 / 100) × 100 = 1.5% 

This 1.5% is deducted annually, regardless of whether the fund has performed well or not. Over 
time, this cost can significantly influence your net returns. 

Components of TER 

1. Management Fees: 

These are the fees charged by the fund manager for actively managing your investment. Fund 
managers use these fees to research, select, and monitor investments, as well as to make strategic 
decisions aimed at achieving the fund’s investment objectives. 

2. Administrative Expenses: 

These include the costs associated with record-keeping, auditing, and legal services, all necessary 
to ensure that the fund operates smoothly. Additionally, expenses related to maintaining investor 
accounts, processing transactions, and providing regular statements also fall under this category. 

3. Distribution and Marketing Expenses: 

Funds incur marketing and distribution costs when promoting the fund to potential investors. This 
can include advertising, paying commissions to distributors, and other promotional activities to 
increase the fund’s visibility. 

4. Other Expenses: 

Other costs can include custodial charges, registrar fees, and various compliance expenses 
required by regulatory bodies like SEBI. These operational costs are essential for the proper 
functioning of the mutual fund. 

How to Calculate the Total Expense Ratio 

TER (%) = (Total Annual Operating Costs / Average AUM) × 100 



To calculate TER accurately, you need to know both the total operating costs incurred by the fund 
over the year and the average Assets Under Management (AUM) during that same period. The 
operating costs typically include management fees, administrative expenses, marketing costs, and 
other fund-related charges. The average AUM represents the average value of the fund's total 
assets during the year. 

Since mutual funds are required to disclose these figures to ensure transparency, you can easily 
find the TER details on the fund’s fact sheets or the fund house’s official website. Most fund houses 
update this information regularly, so investors can track how the TER impacts their overall returns. 
Understanding this figure is crucial because even small differences in TER can significantly affect 
the returns over time, especially when investing for the long term. 

Understanding Operating Expenses 

Operating expenses are all-inclusive of direct and indirect costs. While direct plans skip distributor 
commissions, regular plans include them, leading to a higher TER. This is why direct plans usually 
offer slightly higher returns. 

How TER Impacts Mutual Fund Returns 

Even a small difference in TER can make a huge impact over the long run due to the power of 
compounding. For example: 

Fund A: 10% return, TER = 2% 

Fund B: 10% return, TER = 0.5% 

Over 10 years, Fund B can outperform Fund A significantly — just by having a lower expense ratio. 

What is Considered a Good TER? 

There is no fixed, predetermined percentage that is universally considered "good" for a Total 
Expense Ratio (TER). What constitutes a "good" TER depends on the type of fund, your investment 
goals, and your tolerance for fees.You should always compare expense ratios across similar funds, 
assess the potential returns, and consider whether the costs are justified by the returns you’re 
getting. 

While a lower TER is generally preferable, it’s important to keep in mind that a slightly higher TER 
may be acceptable if the fund consistently delivers strong performance. In the end, the TER should 
align with your financial goals and investment strategy, and what makes sense for you personally. 

If you're considering funds that distribute regular income, like those offering IDCW in mutual 
funds, you should also ensure that the TER is competitive, as high TERs can reduce your periodic 
payouts over time 

How Changes in AUM Impact TER of Mutual Funds 
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Changes in Assets Under Management (AUM) have a direct impact on the Total Expense Ratio 
(TER) of mutual funds. As AUM increases, the fixed operational costs (such as management, 
administrative, and marketing fees) are spread over a larger base, effectively lowering the TER. 
This reduction in TER benefits investors by leaving more of their money invested, especially 
important for long-term growth. A lower TER, combined with a higher AUM, can lead to a 
better Net Asset Value (NAV) over time, as more of your money stays invested and works for you.   

Conclusion 

Understanding the Total Expense Ratio is essential for making smarter mutual fund investment 
choices. TER directly impacts your net returns and can vary depending on the type of fund, the 
mode of investment (direct vs regular), and the fund's AUM. Always consider TER alongside 
returns, investment style, and your financial goals. Whether you’re a seasoned investor or just 
starting out, keeping an eye on TER ensures your hard-earned money is working as efficiently as 
possible. 

FAQs 

Q1. Is a higher or lower expense ratio better? 

A lower expense ratio is generally better as it means more of your returns are retained. However, 
for actively managed funds, slightly higher TERs may be acceptable if they outperform 
consistently. 

Q2. How often does TER change in mutual funds? 

TER can change daily and is updated regularly by fund houses in compliance with SEBI norms. 

Q3. Can TER affect my investment returns significantly? 

Yes, even a small difference in TER can lead to large variations in long-term returns due to 
compounding. 

Q4. Why do actively managed funds have higher TERs? 

They involve more research, trading, and management effort, increasing operational costs. 

Q5. Where can I find the TER of my mutual fund? 

TER is listed on mutual fund websites, SEBI filings, and monthly fact sheets. 

Q6. How does TER in mutual funds differ between regular and direct plans? 

Direct plans have lower TERs due to the absence of distributor commissions, offering better 
returns over time. 

Q7. Does a higher AUM lead to lower TER in mutual funds? 

Yes, higher AUM spreads operational costs, reducing the overall TER. 
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Q8. What happens if the expense ratio is high? 

Your returns get reduced, and unless the fund outperforms consistently, a high TER may not be 
worth it. 

  

Disclaimers 

Investors may consult their Financial Advisors and/or Tax advisors before making any investment 
decision. 

These materials are not intended for distribution to or use by any person in any jurisdiction where 
such distribution would be contrary to local law or regulation.  The distribution of this document 
in certain jurisdictions may be restricted or totally prohibited and accordingly, persons who come 
into possession of this document are required to inform themselves about, and to observe, any 
such restrictions. 

MUTUAL FUND INVESTMENTS ARE SUBJECT TO MARKET RISKS, READ ALL SCHEME RELATED 
DOCUMENTS CAREFULLY. 

 


