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MUTUAL FUNDS

HISTORY:
The mutual fund industry in India started in 1963 with the formation of Unit Trust of India, at the initiative of the Government of India and Reserve Bank. 
1987 marked the entry of non-UTI, public sector mutual funds set up by public sector banks and Life Insurance Corporation of India (LIC) and General Insurance Corporation of India (GIC). SBI Mutual Fund was the first non-UTI Mutual Fund established in June 1987. At the end of 1988 UTI had Rs.6,700 crores of assets under management and at the end of 1993; the mutual fund industry had assets under management of Rs.47,004 crores.
With the entry of private sector funds in 1993, a new era started in the Indian mutual fund industry, giving the Indian investors a wider choice of fund families. Also 1993 was the year in which the first Mutual Fund Regulations came into being, under which all mutual funds except UTI were to be registered and governed.
At the end of January 2003, there were 33 mutual funds with total assets of Rs1,21,805 crores. The Unit Trust of India with Rs 44,541 crores of assets under management was a way ahead of other mutual funds. As at the end of September, 2004 there were 29 funds, which manage assets of Rs.1,53,108 crores under 421 schemes.
CONCEPT:
A Mutual Fund is a trust that pools the savings of a number of investors who share a common financial goal. Units are issued to the investors in accordance with quantum of money invested. They are known as unit holders. The money thus collected is then invested in capital market instruments such as shares, debentures and other securities. The income earned through these investments and the capital appreciation realized is shared by its unit holders in proportion to the number of units owned by them. Thus a Mutual Fund is the most suitable investment for the common man as it offers an opportunity to invest in a diversified, professionally managed basket of securities at a relatively low cost. The flow chart below describes broadly the working of a mutual fund:

MUTUAL FUND FLOWCHART
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Mutual fund is set up in the form of a trust which has sponsor, trustees, asset management company (AMC). Mutual Fund is registered with SEBI. In 1992, Securities and Exchange Board of India (SEBI) was passed with the objective to protect the interest of investors.
The performance of a particular scheme of a mutual fund is denoted by NAV. The per unit NAV is the net asset value of the scheme divided by the number of units outstanding on the Valuation Date.
TYPES OF MUTUAL FUND SCHEMES:
BY STRUCTURE:
Open-Ended Schemes: An open-ended fund or scheme is one that is available for subscription and repurchase on a continuous basis. These schemes do not have a fixed maturity period. Investors can conveniently buy and sell units at Net Asset Value (NAV) related prices which are declared on a daily basis. The key feature of open-end schemes is liquidity. Such Schemes include:-

HDFC Cash Management Fund-Saving Plan
7.96 % returns annually


ICICI Prudential Sweep Plan-Cash Option
7.91 % returns annually
Close-Ended Schemes: A close-ended fund or scheme has a stipulated maturity period e.g. 5-7 years. The fund is open for subscription only during a specified period at the time of launch of the scheme. Investors can invest in the scheme at the time of the initial public issue and thereafter they can buy or sell the units of the scheme on the stock exchanges where the units are listed. In order to provide an exit route to the investors, some close-ended funds give an option of selling back the units to the mutual fund through periodic repurchase at NAV related prices. SEBI Regulations stipulate that at least one of the two exit routes is provided to the investor i.e. either repurchase facility or through listing on stock exchanges. These mutual funds schemes disclose NAV generally on weekly basis. Such Schemes include:-

ICICI Prudential Fusion Fund-Growth                
41.44 % returns annually


Birla Long Term Adv Fund- Growth 
             28.24 % returns annually
BY INVESTMENT OBJECTIVE
Growth / Equity Scheme: The aim of growth funds is to provide capital appreciation over the medium to long-term. Such schemes normally invest a major part of their corpus in equities. Such funds have comparatively high risks. Growth schemes are good for investors having a long-term outlook seeking appreciation over a period of time. Such schemes are:-

HDFC Capital Builder Fund-Growth                      48.53 % returns annually

Kotak MidCap Fund-Growth

              38.89 % returns annually
Income / Debt Oriented Scheme: The aim of income funds is to provide regular and steady income to investors. Such schemes generally invest in fixed income securities such as bonds, corporate debentures, Government securities and money market instruments. Such funds are less risky compared to equity schemes. These funds are not affected because of fluctuations in equity markets. However, opportunities of capital appreciation are also limited in such funds. Such scheme includes:-

HDFC Income Fund


              05.14 % returns annually


Birla Sunlife Income Fund

              11.94 % returns annually

Balanced Funds: The aim of balanced funds is to provide both growth and regular income as such schemes invest both in equities and fixed income securities in the proportion indicated in their offer documents. These are appropriate for investors looking for moderate growth. They generally invest 40-60% in equity and debt instruments. These funds are also affected because of fluctuations in share prices in the stock markets. However, NAVs of such funds are likely to be less volatile compared to pure equity funds. Such schemes include:-

Birla Sunlife-95


                          38.93 % returns annually

HDFC Prudence Fund

                          31.62 % returns annually

Money Market / Liquid Schemes: These funds are also income funds and their aim is to provide easy liquidity, preservation of capital and moderate income. These schemes invest exclusively in safer short-term instruments such as treasury bills, certificates of deposit, commercial paper and inter-bank call money, government securities, etc. Returns on these schemes fluctuate much less compared to other funds. These funds are appropriate for corporate and individual investors as a means to park their surplus funds for short periods. Such schemes include:-
HDFC Liquid Fund- Premium Plus Plan               
7.95 % returns annually
ICICI Prudential Liquid- Inst Plus   
                       8.06 % returns annually
OTHERS
Gilt Funds: These funds invest exclusively in government securities. Government securities have no default risk. NAVs of these schemes also fluctuate due to change in interest rates and other economic factors as is the case with income or debt oriented schemes. Such fund includes:-

HDFC Gilt Fund –LTP- Growth                
3.47 % returns annually

Birla GPRP- Growth                    

7.85 % returns annually
Index Funds: Index Funds replicate the portfolio of a particular index such as the BSE Sensitive index, S&P NSE 50 index (Nifty), etc.  These schemes invest in the securities in the same weightage comprising of an index. NAVs of such schemes would rise or fall in accordance with the rise or fall in the index, though not exactly by the same percentage. Such schemes include:-

ICICI Pru Index Fund



44.1% returns annually

HDFC Index – Sensex plus Plan


42.9 % returns annually


Sensex         




41.4 % returns annually


Nifty           




42.6 % returns annually

Sector-Specific Schemes: These are the funds/schemes which invest in the securities of only those sectors or industries as specified in the offer documents E.g. Pharmaceuticals, Software, Fast Moving Consumer Goods (FMCG), Petroleum stocks etc. The returns in these funds are dependent on the performance of the respective sectors/industries. While these funds may give higher returns, they are more risky compared to diversified funds. Such schemes include:-

ICICI Prudential Infrastructure Fund- Growth
64.30 % returns annually


SBI Magnum COMMA Fund – Growth 

49.79 % returns annually

Tax Saving Schemes: These schemes offer tax rebates to the investors under specific provisions of the Income Tax Act, 1961 as the Government offers tax incentives for investment in specified avenues. E.g. Equity Linked Savings Schemes (ELSS). Pension Schemes launched by the mutual funds also offer tax benefits. These schemes are growth oriented and invest pre-dominantly in equities. Their growth opportunities and risks associated are like any equity-oriented scheme. Such schemes include:-

HDFC Tax saver-Growth     


33.81 % returns annually


Principal Tax saving Funds 


43.57 % returns annually


Tata Tax Saving Funds       


35.49 % returns annually

Load or No Load Funds: Load Fund is one that charges a percentage of NAV for entry or exit. That is, each time one buys or sells units in the fund, a charge will be payable. This charge is used by the mutual fund for marketing and distribution expenses. The investors should take the loads into consideration while making investment as these affect their yields/returns. However, the investors should also consider the performance track record and service standards of the mutual fund which are more important.
A no-load fund is one that does not charge for entry or exit. It means the investors can enter the fund/scheme at NAV and no additional charges are payable on purchase or sale of units.

PROCEDURE:
Fresh Purchase: After deciding on the type of scheme, the investor will have to fill in the Application form, attach a payment instrument and submit it at any of the funds' collection centers before the cut off time. The investor has to invest in rupees and units will be allotted to him in fractions depending upon the NAV.
Additional Purchase: Buying more units either of the same scheme or of a different scheme under the SAME FOLIO is an additional purchase, which can be done through Additional Purchase slips provided along with the account statement. After filling the same, the investor will have to attach a cheque with it and submit it at any of the collection centers before the cut-off time.

Switch Units: A switch request will have to be filled in and submitted at any of the collection centers before the cut off time. SWITCH can be done with either partial or all units under a particular scheme to another scheme as specified by him under the same folio.

Redeem / Repurchase Units: If the fund is open ended, the investor has to send the repurchase requisition slip, duly completed and signed, to any of our branches. It is possible to lodge repurchase requests on the Internet also. The redemption can be done for all units, partial units, or for an amount.

ADVANTAGES OF MUTUAL FUNDS:
1. Professional Management: The basic advantage of mutual funds is that they are professionally managed by well qualified professional. Investor does not have time or the expertise to manage their portfolio. So mutual funds are less expensive to make and monitor their investments.
2. Diversification: Mutual funds invest in a number of companies across a broad cross-section of industries and sectors. So by purchasing mutual funds, risk is spread out and minimized to certain extent as the loss in any particular investment is minimized by gains in others.
3. Convenient Administration: Investing in a mutual fund reduces paper work and helps you avoid many problems such as bad deliveries, delayed payments and unnecessary follow up with brokers and companies. Mutual Funds save your time and make investing easy and convenient.
4. Return Potential: Over a medium to long term, mutual funds have the potential to provide a higher return as they invest in a diversified basket of selected securities.
5. Low costs: Mutual Funds are a relatively less expensive way to invest compared to directly investing in the capital markets because the benefits of scale in brokerage, custodial and other fees translate into lower costs for investor.
6. Liquidity: In open ended scheme, you can get your money back promptly at net asset value related prices from the Mutual fund itself. With closed- ended schemes, you can sell your units on a  stock exchange at the prevailing market price or avail of the facility of direct repurchase at NAV  related prices which some close-ended and interval schemes offer you periodically.
7. Transparency:
You get regular information on the value of your investment in addition to disclosure on the specific investments made by your scheme, the proportion invested in each class of assets and the fund managers investment strategy and outlook.
8. Flexibility: You can systematically invest or withdraw funds according to your needs and convenience.
9. Choice of Schemes: Mutual Funds offer a family of schemes to suit your varying needs over a lifetime.
10. Well Regulated: All mutual funds are registered with SEBI and they function with the provision of strict regulations designed to protect the interest of investors. The operations of mutual Funds are regularly monitored by SEBI.

11. Tax Benefits: There is a 100% Income Tax exemption on all mutual fund dividends.
DISADVANTAGES OF MUTUAL FUNDS:
1. Professional Management: Some funds doesn’t perform in neither the market, as their management is not dynamic enough to explore the available opportunity in the market, thus many investors debate over whether or not the so-called professionals are any better than mutual fund or investor him self, for picking up stocks. 
2. Costs: The biggest source of AMC income is generally from the entry & exit load which they charge from investors, at the time of purchase. The mutual fund industries are thus charging extra cost under layers of jargon. 
3. Dilution: Because funds have small holdings across different companies, high returns from a few investments often don't make much difference on the overall return. Dilution is also the result of a successful fund getting too big. When money pours into funds that have had strong success, the manager often has trouble finding a good investment for all the new money.
4. Taxes:  When making decisions about your money, fund managers don't consider your personal tax situation. For example, when a fund manager sells a security, a capital-gain tax is triggered, which affects how profitable the individual is from the sale. It might have been more advantageous for the individual to defer the capital gains liability. 

ASSOCIATION OF MUTUAL FUNDS IN INDIA (AMFI)

AMFI is a trade body of all the mutual funds in India. It was incorporated in August 1995 as a non-profit organization to promote and protect the interests of mutual funds and their unit holders, define and maintain high ethical and professional standards and enhance public awareness of mutual funds. All mutual funds in India are members of the association. AMFI works through committees and working groups.
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