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1. Mutual fund: Definition and Concept 

A mutual fund is simply a pool of money managed by a professional fund manager and put the money pooled in by a large number of investors is what makes up a mutual fund.
It is a trust that collects money from a number of investors who share a common investment objective and invests the same in equities, bonds, money market instruments and/or other securities. And the income / gains generated from this collective investment is distributed proportionately amongst the investors after deducting applicable expenses and levies, by calculating a scheme’s Net Asset Value (NAV).

A Mutual Fund is a form of collective investment that pools money from many investors and invests the money in stocks, bonds, short-term money market instruments, and/or other securities. In a Mutual Fund, the fund manager trades the fund's underlying securities, realizing capital gains or loss, and collects the dividend or interest income.
The SEBI (Mutual Funds) Regulations 1993 define a mutual fund (MF) as a fund established in the form of a trust by a sponsor to raise monies by the Trustees through the sale of units to the public under one or more schemes for investing in securities in accordance with these regulations.
The Association of Mutual Funds in India (AMFI) defines mutual funds as a trust that pools the savings of a number of investors who share a common financial goal.
For instance, there is a box of 20 chocolates costing Rs.80. Four persons bestow their consensus to buy the box but they have only Rs.20 each and the vendor only sells by the box. So the persons then make a decision to pool in Rs. 20 each and got the box of 20 chocolates. Now on the basis of their contribution, they each receive 5 chocolates or 5 units. Simply divide the total amount with the total number of chocolates: 80/20 = 4. Eventually they multiply the number of units 5 with the cost per unit 4 then to get the initial investment of Rs. 20.

2. Characteristics of Mutual Funds
· Professional Management
First and foremost attribute is professional management which the mutual fund companies outsource to bring professional experts in order to manage the pool of corpus in square deal right from alpha and omega. That is why it is possible even for small investors to get the benefit of professional expertise, knowledge and experience by investing in mutual funds. Expertise in scheme selection, fund switching and timing are made available on just one click away to the investors so as to generate optimum returns on invested corpus.
· Better Liquidity
Investment in mutual fund can easily be transformed into cash at any time at the prevailing (current) net asset value (NAV) in most of scheme except close-ended scheme. There is always ready to go market available for the mutual funds units. In close-ended scheme, it is compulsory that units can be redeemed over period of time. Thus, mutual fund offers distinct value addition merit of liquidity unlike other traditional plan.
· Lower Risk
Mutual fund ‘Sahi Hai’ but all mutual funds schemes are exposed to market risk (systematic risk) and one should read the document carefully before stepping ahead of investment. Least chances of market risk which are attached to the principal amount and return due to expert supervision, diversification and timely management of invested fund.
· Low Fees or Expenses
Needless to say that mutual fund is based on comparatively low expense ratios which are common practices for every mutual fund company. The low ratio does not mean low performance or cadre, meaning thereby mutual fund unit can be traded easily with a very small or no transaction costs or brokerage whereas these costs are commonly applicable while dealing in stock market.
· Financial Intermediary
In common practices, all mutual fund companies pool the capital from a large number of investors and invest them in different portfolios in such a way to get maximum return by using best possible portfolio management expertise. Therefore, it serves not only as an intermediary but also acts as catalyst between investors and AMC.
· Mutual Funds are Subject to Market Risk
Like all securities, mutual funds are also subject to market or systematic, risk. This is because there is no way to forecast what will happen in the future or whether a given asset will increase or decrease in value. Since the market cannot be accurately predicted so no investment is risk-free. That is way disclaimer should be followed by every advertisement of mutual fund. The Advertisement code as mentioned in the Sixth Schedule of SEBI (Mutual Funds) regulations, 1996 is a principle based regulatory norm.
· Not Guaranteed Return
There is no guaranteed return because of volatility of market. Past performance of any of mutual fund is not necessarily an indicator of the future earnings. The financial goal of the fund may or may not be achieved by the fund manager of asset management companies. Thus, equity based mutual fund can guarantee fixed return whereas, debt based fund can assure it but they are also exposed to interest rate risk and market rate risk as well.
· Regulated by the Authority
The SEBI is controlling, governing and regulating authority of all mutual fund companies operating in India. It has clearly mentioned the norms to be followed by the companies. Each of the operation of mutual fund companies is given specific responsibilities and their modus operandi is fully regulated by prevailing law. 
· Mutual Funds are Trusts
A mutual fund is usually formed as a trust with certain objectives under the Indian trust act. Management of fund is done by asset management company (AMC). The basic organizational setup consists of a sponsor, a trust, a company and custodian.
· Investment Avenue
Investment in mutual fund enables investors to earn a reasonable return with the advantages of better liquidity option or sometime tax benefits. It is definitely ideal choice of investment for all classes of investors because return is based on overall financial growth of the market. Higher the corpus better would be the yield in long run.
· Tax Benefits
There are various schemes offered by mutual fund companies in order to provide tax benefit to the investors. For instance, Equity Linked Saving Scheme (ELSS) is a tax saving mutual fund where an investor can save up to Rs. 1.5 lakhs in a financial year under Section 80C. It is an equity oriented investment plan characterized by lock in period of 3 years with long term capital gains over 1 lakh being taxed at the rate of 10 percent.
3. Types of Mutual Fund/Classification
A. Mutual Funds Based on Structure
Open-Ended Funds
Close-Ended Funds
Interval Funds
Mutual Funds
Based
on Structure

· Open-Ended Funds: These are funds in which units are open for purchase or redemption throughout the year. All purchases/redemption of these fund units are done at prevailing NAVs. Basically these funds permit investors to keep on investing up to their choices. There are no limits to be invested in the scheme/ fund. The investors can also check the status of fund or portfolio manager who picks and chooses the avenues where investments are being made. Open ended funds are an ideal investment for those who want investment along with liquidity because they are not bound to any specific maturity periods. Moreover, the investors can withdraw their funds at any time they want thus providing them the instant liquidity.
· Close-Ended Funds:  A closed-end fund is open for subscription only during the initial offer period and has a specified tenor along with fixed maturity date. It often called New Fund Offer (NFO). Units of these funds can be redeemed only on maturity. Thus, the units of a closed-end fund are mostly listed on a stock exchange and are traded on the stock exchange just like other stocks. If the investors want to exit the scheme before maturity he may sell their units on respective exchange.
· Interval Funds: These are funds that have the features of close-ended funds that periodically offer repurchasing of shares at different intervals during the fund tenure. Their shares typically do not trade on the secondary market. Instead, their shares are subject to periodic repurchase offers by the fund at a price based on net asset value. Mutual Fund Company offers repurchase units from existing unit holders during these intervals. Interval funds are regulated primarily under the Investment Company Act of 1940 and are also subject to Securities Exchange Act of 1934.

Distinction between open ended and closed ended schemes 

	        Basis of difference
	            Open ended
	          Close ended

	       Maturity
	        No maturity period
	       Fixed maturity period

	       Liquidation
	      Units can be liquidated anytime
	       Units can be liquidated only at the end of the scheme

	       Listing
	        Listing is not at all required
	       Listing in stock exchange is compulsory

	       Exit
	       Exit is possible at any time
	     Exit not possible till the closure of the scheme

	       Fund
	       Funds can be raised from public
	      Fund of the scheme is fixed for all the time

	      Subscription
	      Open for public subscription at any time
	      NFO is open for a limited period

	      Fixed Corpus
	No new units can be offered beyond the limit time
	Variable Corpus due to ongoing purchase and redemption

	       Liquidity
	Mostly liquid
	Highly liquid



B. Mutual Funds Based on Asset Class
Equity Funds
Debt Funds
Money Market
Funds
Mutual Funds Based on Asset Class
Balanced or Hybrid Funds

· Equity Funds: The types of funds that invest purely in equity stocks/shares of companies. These are usually considered high-risk funds but can also provide high returns special in upswing. Based on the objectives of investment, an equity fund can be classified as sector-specific i.e. infrastructure, fast moving consumer goods, banking, insurance etc. They may be diversified equity fund, ELSS, high cap, mid cap and low cap funds etc.
· Debt Funds: These are funds that invest in debt instruments e.g. debentures, government bonds (Gilt), liquid fund and other fixed income assets. They are considered safe investments and provide fixed returns. The degree of risk is also quite low and fund provides stable income than others. It holds fixed rate of interest and maturity date.
· Money Market Funds: Funds that invest corpus in liquid instruments e.g. T-Bills, Certificate of deposit, commercial papers and interbank call money and short money in order to fetch yield due to momentum in money market. They are considered safe investments for those looking to park surplus funds for immediate but moderate returns. The aims of the scheme is to maintain liquidity in money markets and are also referred to as cash markets with risks in terms of interest risk and credit risks.
· Balanced or Hybrid Funds: These are funds that invest in a mix of asset classes. In some cases, the proportion of equity is higher than debt while in others it is the other way round. Risk and returns are balanced out this way. An investor is given option to switch among various classes of assets. A classical example of a hybrid fund is Franklin India Balanced Fund, because in this fund 65% to 80% of the investment is made in equities and the remaining 20% to 35% is invested in the debt market. This is so because the debt markets offer a lower risk than the equity market.

C. Mutual Funds based on Investment Objective
Growth funds
Liquid funds
Tax-Saving Funds
Mutual Funds Based on Investment Objectives
Capital Protection Funds
Fixed Maturity Funds
Pension Funds

· Growth funds: These are funds in which money is invested primarily in equity stocks with the aim to yield capital appreciation due to market fluctuation. They are considered to be risky funds and ideal for investors with a long-term investment timeline. Since they are risky funds they are also ideal for those who are looking for higher returns on their investments. Large-cap or blue chip companies are the biggest class of growth funds.
· Liquid funds: Under these schemes, money is invested primarily in short-term or very short-term financial instruments e.g. treasury bill, commercial paper, certificate of deposits etc. with the purpose of providing liquidity in money market. They are considered to be low on risk with average returns and are suitable for investors with short-term investment timelines.
· Tax-Saving Funds:  Equity linked saving scheme (ELSS) is basically tax saving mutual fund is just like any other mutual funds with the added bonus. The investors are eligible to avail tax benefits under section 80C. Most of the tax saving mutual funds are ELSS schemes and make investments in equity markets.
· Capital Protection Funds: These are funds where funds are split between investment in fixed income instruments and equity markets. This is done to ensure protection of the principal that has been invested.
· Fixed Maturity Funds: Fixed maturity funds are those in which the assets are invested in debt and money market instruments where the maturity date is either the same as that of the fund or earlier than it.
· Pension Funds: Pension funds are mutual funds that are keeping vision of investment in long term. They are primarily meant to provide regular returns around the time that the investor is ready to retire. The investments in such a fund may be split between equities and debt markets where equities act as the risky part of the investment providing higher return and debt markets balance the risk and provide lower but steady returns. The returns from these funds can be taken in lump sums, as a pension or a combination of the two.
D. Mutual Funds Based on Specialty

Sector Funds
Index Funds
Emerging market funds
International funds
Global funds
Real estate funds
Commodity focused funds
Market neutral funds
Inverse/leveraged funds
Asset allocation funds
Gilt Funds
Exchange traded funds
Mutual Funds Based on Specialty


· Sector Funds: These are funds that invest in a particular sector of the market e.g. infrastructure funds invest only in those avenue or companies that relate to the infrastructure sector development likewise banking, insurance FMCG, aviation etc. Quantum of risk involved in these schemes depends on ups and down of the sector. Returns are based on the performance of the selected sector.
· Index Funds: These are funds are invested in such instruments that represent a particular index on an exchange. Return is so depend on the movement of that index which is total free float in nature. For instance buying units listed with the BSE Sensex or NIFTY.
· Emerging market funds: Under this scheme investments are made in developing countries that perhaps outline first-rate prospects for the future. They do come with higher risks as a result of the dynamic political and economic upswing prevailing in the country.
· International funds: Scheme offers investment in foreign companies located in other part of the world and also known as foreign funds. International funds provide opportunity to expand investment horizons for investors, resulting in taking leverage of higher return than domestic country. Developed economies are considered to offer the least risk and better return whereas the emerging countries present investors some noteworthy value addition with higher risks since the economies of these countries are growing significantly along with volatile. Thus, risks and reward will vary by country to country.
· Global funds: These funds are different from international/foreign funds because in global funds investments can be made even the investor's own country and avail the global opportunities. Global funds can be offered as closed-end mutual funds, open-end mutual funds or exchange-traded funds. Global Mutual Funds are one of its kind instruments for investors who are looking to diversify their portfolio because diversification helps in risk management, and by the virtue of investing in multiple markets profits are quite high. The time period for investing in Global Mutual Funds is typically more, hence it should be done while considering for long-term investments. Eg. Franklin Mutual Global Discovery Fund.
· Real estate funds: Accumulated corpus invests in companies that operate in the real estate sectors. These funds can invest in realtors, builders, property management companies and even in companies providing loans. The investment in the real estate can be made at any stage, including turnkey projects that are in the initial phase, partially completed and are about to completed.
· Commodity focused stock funds: Collected funds cannot invest directly in the commodities instead they invest in companies that are working in the commodities market, such as mining, grains, metal companies etc. Performance of these funds out rightly depending upon the way market move.
· Market neutral funds: In neutral market, funds are not invested in the markets directly. It invests in treasury bills, ETFs and securities in such a way to target a fixed and steady growth.
· Inverse/leveraged funds: They are not typical traditional mutual funds. The unique attribute of these funds to earn when the markets fall and when markets come up well these funds tend to go into loss. These are generally meant only for those who are willing to gain abnormal profit but at the same time ready to accept massive losses.
· Asset allocation funds: The concept of asset allocation funds were developed from modern portfolio theory. Modern portfolio theory states that investors can reduce risk and achieve optimal returns by investing in a diversified portfolio of investments included in an efficient frontier.  The modern portfolio theory outlines how a portfolio can vary its asset mix to mitigate the risk factors.
In these funds, the fund managers can adjust or distribute the investment to achieve desire outcome. These funds split the invested amounts in various instruments like bonds and equity.
· Gilt Funds: Gift funds are mutual funds where the funds are entirely invested in government securities for a long term. They are absolutely risk free because they are invested in government securities, bond, t-bills etc and can be the ideal investment for risk averse investors.
· Exchange traded funds: These funds are of mix of both open and close ended mutual funds and are listed and traded on the stock markets. These funds offer a lot of liquidity and virtual appreciation of fund. They are traded at very low entry and exit load thus became first choice of literary investors.

Student exercise
Mutual Funds: Myths & Facts

	1. MYTH: MUTUAL FUNDS ARE FOR EXPERTS.

Fact: In fact, Mutual funds are meant for of common investors who may lack the knowledge or skill set to invest in securities market. Mutual Funds are professionally managed by expert Fund Managers after extensive market research for the benefit of investors. A mutual fund is an inexpensive way for investors to get a full-time professional fund manager to manage their money.

2. MYTH: MUTUAL FUND INVESTMENTS ARE ONLY FOR THE LONG TERM.

Fact: Mutual funds can be for the short term or for longer term based on one’s investment horizon and objective.

3. MYTH: INVESTING IN MUTUAL FUNDS IS THE SAME AS INVESTING IN STOCK MARKET / MUTUAL FUND IS AN EQUITY PRODUCT.

Fact: Mutual Funds invest in stock market (i.e., equities), bond market (corporate bonds as well as govt. bonds) and Money Market instruments such as Treasury Bills, Commercial Papers, Certificate of Deposit, Collateral Borrowing & Lending Obligation (CBLO) etc. Many of these instruments are not available to retail investors due to large ticket size of minimum order quantity (such as G-Secs) and hence, retail investors could participate in such investments through mutual fund schemes.

4. MYTH: ONE NEEDS A LARGE AMOUNT OF MONEY TO INVEST IN MUTUAL FUNDS.

Fact: Absolutely incorrect. One could start investing mutual funds with just ₹5000 for a lump-sum / one-time investment with no upper limit and ₹1000 towards subsequent / additional subscription in most of the mutual fund schemes. And for Equity linked Savings Schemes (ELSS), the minimum amount is as low as ₹ 500.
In fact, one could invest via Systematic Investment Plan ( SIP) with as little as ₹500 per month for as long as one wishes to.

5. MYTH: ONE NEEDS A LARGE AMOUNT OF MONEY TO INVEST IN MUTUAL FUNDS.

Fact: Holding mutual fund Units in Demat mode is absolutely optional, except in respect of Exchange Traded Funds. For all other schemes, including the close-ended listed schemes like Fixed Maturity Plans (FMPs), it is entirely upto the investor whether to hold the units in a Demat mode or in conventional physical accountant statement mode.

6. MYTH: A SCHEME WITH A HIGHER NAV HAS REACHED ITS PEAK.

Fact: This is a very common misconception because of the general association of Mutual Funds with shares. One needs to keep in mind that the NAV of a scheme is nothing but a reflection of the market value of the underlying shares held by the fund on any day. Mutual Funds invest in shares, which may be bought or sold whenever deemed appropriate by the Fund Manager depending on the scheme’s investment strategy (Buy-Hold-Sell). If the Fund Manager feels that a particular stock has peaked, he can choose to sell it.
A high NAV does not mean the fund is expensive. In fact, high NAV indicates a good performance of the scheme over the years.

7. MYTH: BUYING A TOP-RATED MUTUAL FUND SCHEME ENSURES BETTER RETURNS.

Fact: Mutual fund ratings are dynamic and based on performance of the scheme over time – which in itself is subject to market fluctuations. So, a Mutual fund scheme that may be on top of the rating chart currently, may not necessarily maintain the same rating month after month or at a later date. However, a top rated fund is a good first step to short list a scheme to invest in (although past performance does not necessarily guarantee better returns in future). Investment in a mutual fund scheme needs to be tracked with respect to the scheme’s benchmark to evaluate its performance periodically to decide whether to stay invested or to exit.

8. MYTH: MUTUAL FUNDS OFFER ASUURED RETUNRS.

Fact: Not so. There is no guarantee of assured return. Mutual fund investments are always subject to market risk.

9. MYTH: MUTUAL FUND UNITS ARE SUBSTITUTES FOR EQUITY SHARES.

Fact: No, Mutual fund units are not substitutes for equities. It represents a diversified basket of investment consisting of shares, debentures and other money market securities. 
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