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NRI money in mutual funds rising


It's not just that Indians are only relying on India growth story; even others do, 
like our foreign partners so called NRI, FII, etc. As per latest data form central 
bank, foreigners, major chunk of investments has seen good amount of rising 
trend in the Indian mutual funds industry, since 2003. They hold around Rs 1,028 
crore worth of units of Indian mutual funds in 2003. The figure has increased 
sharply to Rs 2,663 crore in 2004 and Rs 4,966 crore in 2005, as per central 
bank data. It is not clear which country contributed the most to the MF industry 
as most funds doesn’t disclosed country wise list,  As a result, unspecified 
countries account for over 70%.
 
NRIs - reason to invest


The ever growing economy, with robust growth & well diversified industry, India 
seems to be a desired destination for NRI’s. It’s assumed that Indian external 
sector performance will continue to be good, thus one needs to look at the 
outsourcing revolutions that is taking place across the globe, in not only the 
services but also the manufacturing and research sectors. On the investment 
side, moderate rules and better and well regulated markets, with looking at 
investors sentiments which are drawing in capital to fund India's growth.


 
1. Dynamic policy by government
 It has been close to 2 decades since the reforms process has started, with the 


main push coming with the twin devaluations in 1991. During this period 
numerous developments have taken places that have contributed to the 
flexibility of the Indian economy. Key amongst these are the opening up of 
the Indian economy to foreign investment, strengthening of the domestic 
financial system, liberalization of imports, rationalization of interest and 
exchange rates, a more conducive environment for investing in industry, and 
of course, the people-intensive services sector. 
 
This resilience is clearly reflected in the fact that average economic growth 
rates have moved up and India has emerged as one of the fastest growing 
economies in the world. 


  
2. Priority focusing agriculture, infrastructure
 In recent times there has been a renewed vision on two key but long ignored 


segments of the Indian economy – agriculture and infrastructure. The focus 
on agriculture and related activities, which supports approximately 65% of the 
Indian population, should provide a new thrust area for economic growth.
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3. The global outsourcing boom
 Indian had become a major hub for business process outsourcing companies, 


but there is much more to this outsourcing boom than is commonly 
understood. Fortunately, India stands to benefit from it in a great measure.


  
4. Well equipped & regulated capital markets
 The Indian stock and debt markets, including banks and mutual funds are well 


regulated by the Securities and Exchange Board of India and the RBI, various 
measures are taken to protect investors’ sentiments & interest. In terms of 
infrastructure the Indian institutional framework is improving rapidly, backed 
by a strong financial system. 


NRI Guide Book for mutual funds 1. Who is a Non Resident Indian?   
A Non Resident Indian (NRI) is an Indian citizen or a person of Indian origin who 
stays abroad for employment/carrying on business or vocation outside India or stays 
abroad under circumstances indicating an uncertain duration of stay abroad. A 
person shall be deemed to be of Indian origin if he/she or either of his/her parents or 
grandparents were born in undivided India. 
    2. What is an Overseas Corporate Body (OCB)?   An Overseas Corporate 
Body (OCB) includes overseas companies, partnership firms, societies and other 
corporate bodies owned predominantly by non-resident persons of Indian nationality 
or origin outside India.     3. Who is a Foriegn Institutional Investor (FII)?   A 
Foreign Institutional Investor (FII) is a corporate registered by Securities and 
Exchange Board of India.     4. Can NRI invest in mutual fund schemes?     Yes, 
NRIs can invest in any mutual fund schemes.     5. How will an NRI invest in 
Indian MFs?   
To invest in Indian Mutual Funds, the NRI has to open any one of the following three 
kinds of accounts. He can open any of these  accounts through the banks who 
provide the facility. The three types of accounts are as follows: 
Non-Resident (External) Rupee (NRE) accounts are Rupee accounts on a repatriable 


basis. They can be opened with either funds remitted from abroad or local funds, 
which can be remitted abroad.  
Ordinary Non-resident Rupee (NRO) accounts are Rupee accounts and can be 


opened with funds either remitted from abroad or generated in India. The amount in 
such accounts is non-repatriable.  
Fully Convertible Non-Rupee (FCNR) accounts are similar to the NRE account except 
that the funds are held in foreign currency like USD, GBP, etc.
    6. Does NRI need any approvals from the Reserve Bank of India to invest 
in mutual fund schemes?   Yes. Specific approval has to be taken from RBI. 
However, most of the AMCs have taken the permission for NRI investments in their 
schemes; hence no permission is required for investing in the schemes of those 
AMCs. 
Only OCBs and FIIs require prior approvals before investing in our schemes. 


    7. Can NRI invest in foreign currency?   No. All investments have to be in 
Indian Rupees. A convenient way to invest would be through NRE account.     8. 
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How to redeem funds?   
In case of open-ended mutual fund schemes, simply fill up the redemption slip and 


send it to our offices or Investor Service Centres of AMCs. The cheques are normally 
mailed to within 3 to 5 business days from the day of receipt of the redemption 
request. 
In case of close-ended mutual fund schemes, the redemption slip has to be sold at 


the stock exchange where the scheme is listed through a registered stock exchange 
member.
    9. How will the redemption proceeds be paid?   
The redemption proceeds will be paid by means of a Rupee cheque payable to the 


NRE account of the investor, or else by a US dollar draft drawn at the then current 
rates of exchange subject to RBI procedures, where investments have been made on 
a repatriation basis. 
Where investments have been made on non-repatriation basis, redemption 


proceeds will be paid by means of a Rupee cheque payable to the investor's NRO 
account.


Accompanying the redemption proceeds is an updated account statement, a TDS 
certificate and a covering letter that mentions whether the funds were invested out 
of NRE/FCNR/NRO accounts. The tax on capital gain is deducted (as explained 
below) after taking into consideration indexation benefits wherever applicable.
    10. Can NRI repatriate their earnings on redeeming from mutual fund 
schemes?   If the investment is made on a repatriation basis, the net income or 
capital gains (after tax) arising out of investment are eligible for repatriation subject 
to some compliance. 
If the investment is made on a non-repatriation basis, only the net income, that is, 


dividend (after tax), arising out of investment is eligible for repatriation.     11. Can 
NRI enroll in Systematic Investment Plan (SIP)?   Yes.     12. How to get 
updated on the performance of the schemes?   NAVs of all schemes are updated 
on AMFI web site every day


Tax slab on capital gain 1. Can NRI gift units of mutual fund schemes to 
their relatives in India?   Yes     2. Is the indexation benefit available to 
NRIs?   Yes, in case units are held for more than twelve months     3. What is the 
tax rate on short-term capital gain?   In case of non-resident non-corporates - 
30% plus 
In case of foreign companies - 40% plus      4. Tax slab on capital gain   
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 Tax Rates* under the Act TDS Rate* under the Act


Short 
Term 


Capital 
Gain


 Residents NRIs / 
PIOs FIIs Residents


NRIs / 
PIOs / 
other 


Non FII 
non-


residents


FIIs


Units of a 
non equity 


oriented fund


Taxable at normal 
rates of tax applicable 


to the assessee


30% 
without 


indexation 
benefit


NIL


30% for 
non 


residents 
non 


corporate,
NIL


(u/s 
115AD)


40% for 
non 


resident 
corporate,


(u/s 195)


units of an 
equity 


oriented fund


10% on redemption of units 
where STT is payable on 
redemption (u/s 111A)


  Nil


Long 
Term 


Capital 
Gain 


**


units of a non 
equity 


oriented fund


10% without 
indexation, or 20% 


with indexation, 
whichever is lower


10% with 
no 


indexation 
benefit NIL


20% for 
non 


residents 
(u/s 195)


NIL


(u/s 112) (u/s 
115AD)


units of an 
equity 


oriented fund


Exempt in case of redemption of 
units where


 Nil Nil
STT is payable on redemption [u/


s 10(38) ]


      *Plus surcharge as applicable: corporate, co-operative societies, firms and local 
authorities: 10%; Individuals/HUFs/BOIs/AOPs, with total income exceeding Rs.10, 
00,000: 10%; Artificial juridical person: 10%. 
** Capital Gains on redemption of units held for a period of more than 12 months  
from the date of allotment. 
*** As per section 111A of the Act, effective from 1/10/2004 short-term capital  
gains on equity oriented fund is chargeable to tax at a Lower rate of 10 percent. 
• Long Term Capital Gains arising from redemption of unit of a non equity oriented 
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fund are exempt from tax, if gains are invested in specified bonds within 6 
months from the date of redemption, under Section 54EC of the Act or if gains are 
invested in eligible equity issues within 6 months from the date of redemption, under 
Section 54ED of the Act.   In order for the unit holder to obtain the benefit of a 
lower rate under the DTAA, an eligibility certificate from unit holder’s Assessing 
Officer should be provided to the Fund.


__________________________________________________________________________________
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A wide choice


8.How to choose a mutual fund?
There is no easy answer to this question. Remember that to increase your chances for a satisfying 
mutual fund pick out funds that match your investment objective and tolerance of risk. There are other 
benefits. You don't have to bother with the task of keeping a record of  your investments. Your 
investment is liquid, at least for open-ended funds, and you can  surrender your units to the fund and 
get your refund within a few days. Of course, not all funds are equally liquid, which is why choosing a 
fund is so important. Before you buy units in any mutual fund, it is important that you know exactly 
how much  it is going to cost. All mutual funds charge a management fee. It doesn't matter if you  buy 
from a bank or a broker, you will pay a management fee. These fees are usually  given as a percentage 
of the fund's total assets and pay the administrative costs and the  wages and bonuses of fund 
managers. In addition, some mutual funds charge a "load"  when you buy or sell your mutual fund 
units. A fee when you buy your units is known as  a front-load, and if the fee is on redemption, it is 
known as a back load. 
 Here are a few guidelines. 


●     Prepare a list of funds that you feel would match your requirements. 
●     Look out for the prospectus of such funds. Determine the risk factors, management perception 


and the goals of the scheme. 
●     Analyse the performance of the funds in the last three years. Analyse the financial and market 


performance as well as the redemption payments. 
●     Assure yourself about the quality of management, its experience, record and capability of the 


management company. 
●     Compare the various fee structures, sales charges and the various shareholders services offered. 


A wide choice 


The investment pages of any pink newspaper will give you the lists for scores of mutual funds. The variety is mind-
boggling. You can take your pick from open-ended funds, close-ended funds, debt funds, money market funds, tax 
planning funds, balanced funds, gild funds et al. 
 
But before you put your money into any of these, there are two important things to remember. These are the fund's 
investment objectives, and its level of risks. You'll first have to decide what your investment objectives are, and then 
see which fund matches those objectives.


  
Investment objectives 
Every mutual fund has a specific investment objective. A fund that seeks to provide safety of your 
principal amount or capital as its main objective will obviously invest very conservatively, preferring 
safety to risk. Income funds, on the other hand, will aim to provide investors with stable and regular 
payments in the form of a monthly or quarterly cheque. Funds that have growth as their objective will 
invest in equities to increase the value of the fund's assets and provide investors with long-term capital 
gains. Some funds seek to balance the objectives of income and growth in one package. 


  
Risk 
Simply speaking, risk is the possibility that an investment may go down in value or not perform as well 
as expected. Even your savings bank account is subject to erosion on account of inflation. While 
government securities are free of credit risk, they are exposed to market risk. We take a look here at 
the varieties of risk: 
 
Credit risk: This is the possibility that the company holding your money will not pay the interest or 
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dividend due, or the principal amount when it matures. 
 
Interest-rate risk: The possibility that a debt instrument, such as a bond, will decline in value due to 
a rise in interest rates. 
 
Market risk: The risk that the value of your investment will decrease, as prices fluctuate in the 
market. 


The risk-reward trade-off 
Now for the trade-off between risk and reward. The simple rule is: The higher the risk, the bigger the 
potential reward. 
 
So how much risk should you be taking? It depends. If you're young or can afford to lose money, then 
you can take more risks. The older you get, or the less financially well off you are, the less risk you can 
take. Historically speaking, stocks have outperformed other financial instruments over time. 
  
Kinds of funds 
There are two broad categories of funds: open-ended and close-ended. Close-ended funds are those 
which have a fixed date for winding up. A close-ended fund for five years will, for example, return all 
its money to unitholders after five years. These funds collect subscriptions at one point of time, run for 
a fixed period, and are then redeemed. In contrast, an open-ended fund has no fixed redemption date. 
Instead, these funds will buy and sell units to the public continuously, at a price announced by the 
funds and linked to its NAV. 
 
Within these two broad categories, you can have several different types of funds. 
Money-market funds invest primarily in treasury bills and other very short-term instruments, such as 
commercial paper. Such funds usually pay a few percentage points more than savings bank deposits 
and have very little downside risk. UTI's MMMF, for example, has earned a return of 10.67 per cent in 
the last year. 
 
Fixed income or debt funds invest in some combination of treasury bills, debentures, and bonds. 
The aim of fixed income funds is to provide high, regular income payments with the possibility of some 
capital gains. 
 
Gilt funds are those funds which invest only in government securities. Safety is obviously the main 
objective of such funds. But while there is no question of the government defaulting on its own bonds, 
it is also a fact that the market prices of these bonds fluctuate. So while you may not be exposed to 
credit risk, market risk is very much a factor to be reckoned with. 
 
Growth or equity funds invest in ordinary shares of Indian companies and are recommended for 
investors seeking long-term growth through capital gains. An investment time frame of at least five 
years is generally recommended for this type of fund. 
 
Balanced funds provide a combination of income and growth by investing in a mixed portfolio of 
stocks, preferred stock, bonds, and money market instruments. 
 
Index funds are funds whose investments replicate a benchmark market index, including the 
weightage of different stocks in the portfolio, so that the performance of the fund mimics the 
movement in the index. 
  
Factors to consider while picking a fund 


First, assess the level of risk you are comfortable with and pick a fund which has the same 
investment objectives. 
Second, consider the track record of fund managers. It is important that you check the long-
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term track record to eliminate the possibility of a flash in the pan. Third, choose low-cost 
funds. 


  


Click here to get 10 FREE lessons from Internet on Mutual Fund in your email for 10 days 


____________________________________________________________________ 


___________________________________________________________________________________ 
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ANOTHER ARTICLE ON WHAT IS MUTUAL FUND


5. How does Mutual fund works 


 
 PRICING AND VALUATION Description. The value of the shares of an open-end mutual 
fund is readily determined. Each day, the accounting staff of a fund simply adds up the value 
of all the securities in the portfolio, adds in other assets, deducts liabilities, and comes up 
with a net overall value. It is then a simple matter to divide the net assets by the number 
of shares outstanding. This is called the net asset value, and is the price at which investors 
buy and sell shares from the fund. The net asset value is listed in the financial section of 
many major newspapers. 
 
How it Works. Let's look at a simplified example. Suppose we start a brand-new fund, the 
We Fly Higher Stock Fund. 
 
On its first day of operation, the We Fly Higher Stock Fund (which I'll refer to as WFHSF, for 
short) receives $100 from John Smith. At $10.00 per share, Mr. Smith receives ten shares. 
(At the start, the fund's starting share price-in this case, $10.00 per share -- is arbitrary and 
set by the Fund.) The result of the transaction? The assets of the Fund are $100 in cash, and 
there are ten shares outstanding. Divide $100 in assets by 10 shares to get $10.00 per 
share. 
 
On day two, WFHSF buys two shares of Amalgamated Fish & Chips, a seafood and 
technology company, for $50 each. We still have a per share value in WFHSF of $10.00, 
because the total assets of the fund are still worth $100 (2 shares of Amalgamated at 
$50.00 each), and there are still ten shares of the fund outstanding. However, from this 
point on, the share value in the Fund will vary, and will no longer be arbitrary. Federal 
regulations require a daily re-valuation process, called marking-to-market, of all open-end 
mutual funds. Marking to market refers to adjusting the per-share price of the fund to reflect 
changes in the Fund's portfolio, or asset, value. In this way, investors know the true value of 
their investments on a daily basis, and as new investors buy into, and sell out of, the Fund, 
everyone gets a fair shake. With that in mind, let's see how the fluctuations in daily share 
prices occur, as we continue to follow the fortunes of the We Fly Higher Stock Fund. 
 
On day three, mercury contamination (resulting from improper disposal of chip-
manufacturing by-products) is found in Amalgamated's fish, and the bad news spreads 
rapidly. Fearing the worst, investors flock to sell Amalgamated shares, and the price of its 
stock plunges 50%, from $50 to $25 per share. Of course, back at the Fund, the assets have 
declined, too, because the Fund's assets are entirely in Amalgamated stock. The two shares 
the Fund holds have declined to $25 per share, as noted, and now are worth a sum total of 
$50. The accounting department at the Fund calculates the new value per share of the Fund 
by adding up all the assets, now $50.00, and dividing by ten (the number of shares 
outstanding), and note that each share of the Fund is now worth only $5.00. This is called 
the net asset value (per share is implied). 
 
LOAD AND NO-LOAD FUNDS Description. Many people have heard the words load and 
no-load in connection with mutual funds, but do not understand what these terms refer to. 
Simply put, a load, or loaded, fund is one that has a sales charge. A no-load fund has no 
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sales charge. 
 
How it Works. As noted above, not all funds have sales charges. Those that do simply add 
them on to the net asset value of the fund, thus coming up with a new, higher offering 
price per share. It is important to note that the underlying value of the fund's shares do not 
change; and further, that an investor selling shares will still receive only the net asset value. 
 
Again, an example will be helpful. Let's go back to day one of the We Fly Higher Stock Fund. 
The beginning net asset value, or price per share, was $10.00. However, if the Fund had a 
5% sales charge, shares would be priced at $10.53 to the public. Hence, the price paid per 
share would consist of two parts: the sales charge of $0.53 per share (5% of $10.53), and 
the remainder would be the net asset value ($10.53 - $0.53 = $10.00). Thus, in this 
example, an investor who purchased a share for $10.53 on the first day, and sold it the next 
day, would lose $0.53 -- the amount of the sales charge (assuming that no other changes in 
value occurred). Accordingly, there are two daily price listings for so-called "load" funds: the 
offering price (the investor's purchase price), and the net asset value (the investor's selling 
price). Who gets the sales charge in a load fund? Why, the salesman (or, broker), and his 
company, of course! The fund receives none of the sales charge. 
 
A no-load fund is simpler. The net asset value is used for both the purchase price and the 
selling price. Therefore, the two prices are always identical. 
  


BUYING AND SELLING FUND SHARES Description. Here we are talking about the 
mechanics of what an investor generally does when buying or selling shares in a mutual 
fund. In the case of a load fund, the broker usually takes care of the details for you. In the 
case of a no-load fund, investors usually deal directly with the fund in question. It is really a 
very simple process, and fund representatives are almost always available, through a toll-
free telephone number, to help. 
 
How it Works. Since investors in load funds (presumably) have the assistance of their 
brokers, we will discuss the process of buying and selling no-load funds. Many investors are 
a bit daunted by this process, which is unfamiliar to them. If they knew how easy it is, they 
wouldn't hesitate to "do it themselves"! 
 
Once an investor knows the name of a fund that he or she has an interest in, the first task is 
to find the toll-free telephone number. A simple call to the fund, requesting a prospectus (a 
booklet that describes the investment--more below) and application, sets the process in 
motion. In a few days, these documents arrive in the mail. After reviewing the prospectus, 
the investor fills out the application, writes a check to the fund, and mails the application 
and check back to the fund in the enclosed envelope. That's all there is to it! Upon receipt, 
the fund will then open an account for the investor, purchasing as many shares as the 
investment dollar amount allows (fractional shares are common). Then, the fund issues 
periodic statements to the investor, detailing all transactions, including purchases, sales 
and dividends. 
 
Selling shares is even easier than purchasing them. A simple phone call will initiate the 
process of the sale of shares, as directed, and money can be sent to the investor by check 
or wire, depending on how the account was set up. (Helpful tip: Unless you might be 
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tempted to spend money that is too easily available, always sign up for all of the selling 
options available -- that way, you can get your money more quickly, should you require it, 
or should you find that one or more options are unavailable when the time to sell comes.) 
 
By the way, you can almost always add to your account, or take partial proceeds out. Most 
funds have a minimum beginning amount, but after that, almost anything goes in terms of 
additions and withdrawals (be sure to check the prospectus for details on individual fund 
operations procedures in this regard). 
 
One last point. Mutual funds are heavily regulated and have proven to be trustworthy over 
time. You need not have trepidations about dealing through the mail with mutual funds. 
 
FUND OBJECTIVES AND THE PROSPECTUS Description. We have learned that mutual 
funds are investment companies, and that they may invest in securities of various kinds, 
such as stocks and bonds. Money market mutual funds, which constitute a major portion of 
the fund universe, invest only in very short-term bonds. A fund's objective, described in the 
prospectus, gives broad indications of the types of investments a fund may make. The 
prospectus discloses important specific details about the fund that the prospective investor 
should be aware of, including allowable investments, expenses, risks, and financial 
statements. Therefore, investors should always read the prospectus carefully before 
investing or sending money! 
 
How it Works. The following paragraphs will give you a more in-depth view of the contents 
and purpose of the prospectus. The most important aspect of a fund is its investment 
objective. The fund's objective tells investors the goals the fund seeks to achieve, and a 
good deal about how it intends to achieve them. A balanced fund will generally hold stocks 
and bonds. A fund seeking growth fund will utilize stocks. A fund seeking income with little 
or no concern for growth will generally hold bonds. The objective of a fund is so fundamental 
that it generally determines the category into which a fund will be assigned. For example, 
we speak of growth funds, foreign funds, income funds, and money-market funds. The 
stated objective is usually quite short, one or two paragraphs in length, and can be found in 
the very beginning of the fund's prospectus. 
 
Listed below are some examples of major objective categories: 
  


●     Investment Objective: 
  


�❍     Preservation of Capital & Liquidity--Achieved by investing in very short-term 
bonds 
  


�❍     Income--Achieved by investing in bonds 
  


�❍     Balanced--Achieved by investing in bonds and stocks 
  


�❍     Growth--Achieved by investing in stocks 


Immediately following the investment objective in the prospectus is a discussion of what 
investments are allowed, and in what percentages. Fully diversified stock funds, for 
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example, must conform to legal limits for maximum holdings in any one stock or industry. 
(Specifically, a diversified fund, as defined in the Investment Company Act of 1940, with 
respect to 75% of its assets, may hold no more than 5% in any one company, and not more 
than 10% of any firm's outstanding shares. The vast majority of mutual funds meet these 
conditions.) On the other end of the spectrum are sector funds, which may hold stocks from 
a single industry only. Risks of the various allowed investments are discussed in 
considerable detail in prospectuses, although it is at this point in reading the prospectus that 
many investors get "bogged down" in the legal verbiage and technical detail. 
 
Although the prospectus is the investor's first line of defense, and should be examined 
carefully, it does not disclose everything that an investor may want to know before investing 
in a given fund. Further, it gives information in a way that makes comparison between funds 
difficult. As a result of the demand for easier-to-use and more complete information, we 
have witnessed a proliferation of mutual fund guides and newsletters in the past ten years. 
Morningstar, a relative newcomer to the fund scene, has become the dominant, 
independent provider of mutual fund information. They achieved their remarkable success in 
the market for fund information by providing comprehensive data that was previously 
difficult to obtain, and they did it in a manner that was timely and made comparisons of 
funds relatively easy. Examples of information that Morningstar and other, competitive 
services include are: manager's name and tenure, major individual investment holdings, 
overall portfolio characteristics (such as amount of stock in various industries, bond credit 
ratings, etc.), and performance information that is easily compared, on an apples-with-
apples basis, with other funds and with indices. For example, the fund's performance will be 
compared on a chart with other, similar funds, and with comparable indices of similar 
investments (i.e., a foreign fund's performance will be compared to the performance of 
foreign stocks, in general). In my opinion, no mutual fund investor should be without a high-
quality fund reference guide, such as Morningstar or the No-Load Fund Analyst, to 
supplement the basic information found in the prospectus. 
 
ADVANTAGES AND DISADVANTAGES OF MUTUAL FUNDS Description. The primary 
advantages of mutual funds are summed up in an oft-heard litany: diversification, 
professional management and convenience. By and large, most funds do achieve this basic 
mission. Over and above that, funds offer lower costs by virtue of their size; they may 
receive breaks on trading costs, and they certainly spread many internal costs over a large 
6 base, allowing for economies of scale. On the negative side, funds make tax planning 
difficult (because the timing of taxable distributions is uncertain), and may be somewhat 
difficult to track in terms of what they actually are investing in (which is generally not 
disclosed until after the fact for competitive reasons). In addition, so-called non-substantial 
changes in the way the funds are managed (such as manager switches) may not be 
disclosed to investors by fund companies in a timely manner. 
 
How it Works. Diversification is a tremendous benefit of mutual funds. For a low minimum 
investment, in most cases, an investor can own hundreds or thousands of individual security 
issues through a single fund, and thus spread risk over a substantially broader base. Taking 
things one step further, different types of funds allow participation in many types of 
securities, such as foreign stocks, foreign bonds, real estate securities, technology stocks, 
small companies, and so on. Thus, a single investor can assemble a portfolio of mutual 
funds that invest in different asset classes. The chance of any single person being 
sufficiently well-versed to manage such diverse investments is highly unlikely, even if done 
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full-time! In the extreme, funds may even own other mutual funds, resulting in a virtual all-
in-one portfolio. An example of the all-in-one, "fund of funds" approach would be Vanguard's 
Star Fund. The Star Fund invests in about eight other Vanguard funds with different 
objectives -- small stock, blue chip stock, bonds, etc. -- with no additional expenses added 
onto the low expenses of the underlying funds. Such a fund might serve as an entire 
investment portfolio for the small investor. 
 
The second potential benefit, professional management, is always guaranteed, but sadly, 
only because managers of funds are paid for their services. Fortunately, truly dismal mutual 
fund management is rare (I can think of only a handful of cases where investment returns 
have badly trailed the relevant market measures over substantial periods of time). Finally, 
there is no doubt that investors benefit from substantial convenience by investing in mutual 
funds. They are relieved of the day-to-day tasks involved in researching, buying and selling 
securities. In the case of individual securities, day-to-day vigilance is a virtual requirement, 
especially in a diversified portfolio, with many holdings. Mutual funds, on the other hand, 
need not be looked at on a daily, weekly or even monthly basis. Occasional reviews, perhaps 
once a year, will suffice. (Helpful Hint: the same guidelines and practices for picking a 
mutual fund in the first place are also useful for fund reviews.) 
 
Perhaps the biggest negative aspect of mutual funds is tax-planning difficulty and 
uncertainty. Funds make taxable distributions in a largely hard-to-foresee manner. In 
addition, they are required to distribute long-term capital gains in the year realized; thus the 
investor loses control over the timing of the realization and taxation of capital gains, 
contrary to the situation where an investor who owns securities outright, can choose sale 
dates. 
____________________________________________________________________ 
Reference sites 
http://www.mutualfundsindia.com/ 
http://www.amfiindia.com/ 
to know nav : http://www.amfiindia.com/navreport.asp 


  
______________________________________________________________ 
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1B.BASICS OF MUTUAL FUNDS IN INDIA 


  


 


Basics of mutual funds 


The article mentioned below, is for the investors who have not yet started investing in 
mutual funds, but willing to explore the opportunity and also for those who want to clear 
their basics for what is mutual fund and how best it can serve as an investment tool. 


Getting Started 


Before we move to explain what is mutual fund, it’s very important to know the area in 
which mutual funds works, the basic understanding of stocks and bonds. 


Stocks 


Stocks represent shares of ownership in a public company. Examples of public companies 
include Reliance, ONGC and Infosys. Stocks are considered to be the most common owned 
investment traded on the market. 


Bonds 


Bonds are basically the money which you lend to the government or a company, and in 
return you can receive interest on your invested amount, which is back over predetermined 
amounts of time. Bonds are considered to be the most common lending investment traded 
on the market. 
There are many other types of investments other than stocks and bonds (including 
annuities, real estate, and precious metals), but the majority of mutual funds invest in 
stocks and/or bonds. 


Working of Mutual Fund 
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Regulatory Authorities 


To protect the interest of the investors, SEBI formulates policies and regulates the mutual 
funds. It notified regulations in 1993 (fully revised in 1996) and issues guidelines from time 
to time. MF either promoted by public or by private sector entities including one promoted 
by foreign entities is governed by these Regulations. 
 
SEBI approved Asset Management Company (AMC) manages the funds by making 
investments in various types of securities. Custodian, registered with SEBI, holds the 
securities of various schemes of the fund in its custody. 
 
According to SEBI Regulations, two thirds of the directors of Trustee Company or board of 
trustees must be independent. 
The Association of Mutual Funds in India (AMFI) reassures the investors in units of mutual 
funds that the mutual funds function within the strict regulatory framework. Its objective is 
to increase public awareness of the mutual fund industry. 


AMFI also is engaged in upgrading professional standards and in promoting best industry 
practices in diverse areas such as valuation, disclosure, transparency etc. 


Diversification 


Diversification is nothing but spreading out your money across available or different types of 
investments. By choosing to diversify respective investment holdings reduces risk 
tremendously up to certain extent.  


The most basic level of diversification is to buy multiple stocks rather than just one stock. 
Mutual funds are set up to buy many stocks. Beyond that, you can diversify even more by 
purchasing different kinds of stocks, then adding bonds, then international, and so on. It 
could take you weeks to buy all these investments, but if you purchased a few mutual funds 
you could be done in a few hours because mutual funds automatically diversify in a 
predetermined category of investments (i.e. - growth companies, emerging or mid size 
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companies, low-grade corporate bonds, etc). 


  Types of Mutual Funds Schemes in India 


Wide variety of Mutual Fund Schemes exists to cater to the needs such as financial position, 
risk tolerance and return expectations etc. thus mutual funds has Variety of flavors, Being a 
collection of many stocks, an investors can go for picking a mutual fund might be easy. 
There are over hundreds of mutual funds scheme to choose from. It is easier to think of 
mutual funds in categories, mentioned below. 


Overview of existing schemes existed in mutual fund category: BY STRUCTURE 


1. Open - Ended Schemes: 


An open-end fund is one that is available for subscription all through the year. These do not 
have a fixed maturity. Investors can conveniently buy and sell units at Net Asset Value 
("NAV") related prices. The key feature of open-end schemes is liquidity. 


2. Close - Ended Schemes: 


A closed-end fund has a stipulated maturity period which generally ranging from 3 to 15 
years. The fund is open for subscription only during a specified period. 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 they 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. 


3. Interval Schemes: 


Interval Schemes are that scheme, which combines the features of open-ended and close-
ended schemes. The units may be traded on the stock exchange or may be open for sale or 
redemption during pre-determined intervals at NAV related prices. 
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The risk return trade-off indicates that if investor is willing to take higher risk then 
correspondingly he can expect higher returns and vise versa if he pertains to lower risk 
instruments, which would be satisfied by lower returns.  For example, if an investors opt for 
bank FD, which provide moderate return with minimal risk. But as he moves ahead to invest 
in capital protected funds and the profit-bonds that give out more return which is slightly 
higher as compared to the bank deposits but the risk involved also increases in the same 
proportion. 


Thus investors choose mutual funds as their primary means of investing, as Mutual funds 
provide professional management, diversification, convenience and liquidity. That doesn’t 
mean mutual fund investments risk free. This is because the money that is pooled in are not 
invested only in debts funds which are less riskier but are also invested in the stock markets 
which involves a higher risk but can expect higher returns. Hedge fund involves a very high 
risk since it is mostly traded in the derivatives market which is considered very volatile. 


Overview of existing schemes existed in mutual fund category: BY NATURE 


1. Equity fund: 


These funds invest a maximum part of their corpus into equities holdings. The structure of 
the fund may vary different for different schemes and the fund manager’s outlook on 
different stocks. The Equity Funds are sub-classified depending upon their investment 
objective, as follows: 
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●     Diversified Equity Funds 


●     Mid-Cap Funds 


●     Sector Specific Funds 


●     Tax Savings Funds (ELSS) 


Equity investments are meant for a longer time horizon, thus Equity funds rank high on the 
risk-return matrix. 


2. Debt funds: 


The objective of these Funds is to invest in debt papers. Government authorities, private 
companies, banks and financial institutions are some of the major issuers of debt papers. By 
investing in debt instruments, these funds ensure low risk and provide stable income to the 
investors. Debt funds are further classified as: 


●     Gilt Funds: Invest their corpus in securities issued by Government, popularly known 
as Government of India debt papers. These Funds carry zero Default risk but are 
associated with Interest Rate risk. These schemes are safer as they invest in papers 
backed by Government. 


●     Income Funds: Invest a major portion into various debt instruments such as bonds, 
corporate debentures and Government securities. 


●     MIPs: Invests maximum of their total corpus in debt instruments while they take 
minimum exposure in equities. It gets benefit of both equity and debt market. These 
scheme ranks slightly high on the risk-return matrix when compared with other debt 
schemes. 


●     Short Term Plans (STPs): Meant for investment horizon for three to six months. 
These funds primarily invest in short term papers like Certificate of Deposits (CDs) 
and Commercial Papers (CPs). Some portion of the corpus is also invested in 
corporate debentures. 


●     Liquid Funds: Also known as Money Market Schemes, These funds provides easy 
liquidity and preservation of capital. These schemes invest in short-term instruments 
like Treasury Bills, inter-bank call money market, CPs and CDs. These funds are 
meant for short-term cash management of corporate houses and are meant for an 
investment horizon of 1day to 3 months. These schemes rank low on risk-return 
matrix and are considered to be the safest amongst all categories of mutual funds. 


3. Balanced funds: 


As the name suggest they, are a mix of both equity and debt funds. They invest in both 
equities and fixed income securities, which are in line with pre-defined investment objective 
of the scheme. These schemes aim to provide investors with the best of both the worlds. 
Equity part provides growth and the debt part provides stability in returns. 
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Further the mutual funds can be broadly classified on the basis of investment 
parameter viz, 
Each category of funds is backed by an investment philosophy, which is pre-defined in the 
objectives of the fund. The investor can align his own investment needs with the funds 
objective and invest accordingly. 


By investment objective: 


●     Growth Schemes: Growth Schemes are also known as equity schemes. The aim of 
these schemes is to provide capital appreciation over medium to long term. These 
schemes normally invest a major part of their fund in equities and are willing to bear 
short-term decline in value for possible future appreciation. 


●     Income Schemes:Income Schemes are also known as debt schemes. The aim of 
these schemes is to provide regular and steady income to investors. These schemes 
generally invest in fixed income securities such as bonds and corporate debentures. 
Capital appreciation in such schemes may be limited. 


●     Balanced Schemes: Balanced Schemes aim to provide both growth and income by 
periodically distributing a part of the income and capital gains they earn. These 
schemes invest in both shares and fixed income securities, in the proportion indicated 
in their offer documents (normally 50:50). 


●     Money Market Schemes: Money Market Schemes aim to provide easy liquidity, 
preservation of capital and moderate income. These schemes generally invest in safer, 
short-term instruments, such as treasury bills, certificates of deposit, commercial 
paper and inter-bank call money. 


Other schemes 


●     Tax Saving Schemes: 


Tax-saving schemes offer tax rebates to the investors under tax laws prescribed from time 
to time. Under Sec.88 of the Income Tax Act, 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.Index Schemes: 


Index schemes attempt to replicate the performance of a particular index such as the BSE 
Sensex or the NSE 50. The portfolio of these schemes will consist of only those stocks that 
constitute the index. The percentage of each stock to the total holding will be identical to the 
stocks index weightage. And hence, the returns from such schemes would be more or less 
equivalent to those of the Index. 


●     Sector Specific Schemes: 


These are the funds/schemes which invest in the securities of only those sectors or 
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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. Investors need to keep a watch 
on the performance of those sectors/industries and must exit at an appropriate time. 


What are Load Funds / No Load Funds ? 


A 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. Suppose the NAV per unit is Rs.10. If 
the entry as well as exit load charged is 1%, then the investors who buy would be required 
to pay Rs.10.10 and those who offer their units for repurchase to the mutual fund will get 
only Rs.9.90 per unit. 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. Efficient Mutual funds may give higher returns in spite of loads. 


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. 


What is Assured Return Scheme? 


In Mutual Funds, Assured Return Schemes are those schemes that assure a specific return 
to the unitholders irrespective of performance of the scheme. 


A scheme cannot promise returns unless such returns are fully guaranteed by the sponsor or 
AMC and this is required to be disclosed in the offer document. 


Investors should carefully read the offer document whether return is assured for the entire 
period of the scheme or only for a certain period. Some schemes assure returns one year at 
a time and they review and change it at the beginning of the next year. 


Types of returns 


There are three ways, where the total returns provided by mutual funds can be enjoyed by 
investors: 


●     Income is earned from dividends on stocks and interest on bonds. A fund pays out 
nearly all income it receives over the year to fund owners in the form of a distribution. 


●     If the fund sells securities that have increased in price, the fund has a capital gain. 
Most funds also pass on these gains to investors in a distribution. 


●     If fund holdings increase in price but are not sold by the fund manager, the fund's 
shares increase in price. You can then sell your mutual fund shares for a profit. Funds 
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will also usually give you a choice either to receive a check for distributions or to 
reinvest the earnings and get more shares. 


Pros & cons of investing in mutual funds: 


For investments in mutual fund, one must keep in mind about the Pros and cons of 
investments in mutual fund. 


Advantages of Investing Mutual Funds: 


1. Professional Management - The basic advantage of funds is that, they are professional 
managed, by well qualified professional. Investors purchase funds because they do not have 
the time or the expertise to manage their own portfolio. A mutual fund is considered to be 
relatively less expensive way to make and monitor their investments. 


2. Diversification - Purchasing units in a mutual fund instead of buying individual stocks or 
bonds, the investors risk is spread out and minimized up to certain extent. The idea behind 
diversification is to invest in a large number of assets so that a loss in any particular 
investment is minimized by gains in others. 


3. Economies of Scale - Mutual fund buy and sell large amounts of securities at a time, 
thus help to reducing transaction costs, and help to bring down the average cost of the unit 
for their investors. 


4. Liquidity - Just like an individual stock, mutual fund also allows investors to liquidate 
their holdings as and when they want. 


5. Simplicity - Investments in mutual fund is considered to be easy, compare to other 
available instruments in the market, and the minimum investment is small. Most AMC also 
have automatic purchase plans whereby as little as Rs. 2000, where SIP start with just 
Rs.50 per month basis. 


Disadvantages of Investing 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 an 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 
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more advantageous for the individual to defer the capital gains liability. 


 


Investments in Mutual Fund 
Mutual Funds over the years have gained immensely in their popularity. Apart from the 
many advantages that investing in mutual funds provide like diversification, professional 
management, the ease of investment process has proved to be a major enabling factor. 
However, with the introduction of innovative products, the world of mutual funds nowadays 
has a lot to offer to its investors. With the introduction of diverse options, investors needs to 
choose a mutual fund that meets his risk acceptance and his risk capacity levels and has 
similar investment objectives as the investor. 


With the plethora of schemes available in the Indian markets, an investors needs to evaluate 
and consider various factors before making an investment decision. Since not everyone has 
the time or inclination to invest and do the analysis himself, the job is best left to a 
professional. Since Indian economy is no more a closed market, and has started integrating 
with the world markets, external factors which are complex in nature affect us too. Factors 
such as an increase in short-term US interest rates, the hike in crude prices, or any major 
happening in Asian market have a deep impact on the Indian stock market. Although it is 
not possible for an individual investor to understand Indian companies and investing in such 
an environment, the process can become fairly time consuming. Mutual funds (whose fund 
managers are paid to understand these issues and whose Asset Management Company 
invests in research) provide an option of investing without getting lost in the complexities. 


Most importantly, mutual funds provide risk diversification: diversification of a portfolio is 
amongst the primary tenets of portfolio structuring, and a necessary one to reduce the level 
of risk assumed by the portfolio holder. Most of us are not necessarily well qualified to apply 
the theories of portfolio structuring to our holdings and hence would be better off leaving 
that to a professional. Mutual funds represent one such option. 


Lastly, Evaluate past performance, look for stability and although past performance is no 
guarantee of future performance, it is a useful way to assess how well or badly a fund has 
performed in comparison to its stated objectives and peer group. A good way to do this 
would be to identify the five best performing funds (within your selected investment 
objectives) over various periods, say 3 months, 6 months, one year, two years and three 
years. Shortlist funds that appear in the top 5 in each of these time horizons as they would 
have thus demonstrated their ability to be not only good but also, consistent performers. 
 
An investor can choose the fund on various criteria according to his investment 
objective, to name a few: 


●     Thorough analysis of fund performance of schemes over the last few years managed 
by the fund house and its consistent return in the volatile market. 


●     The fund house should be professional, with efficient management and administration. 


●     The corpus the fund is holding in its scheme over the period of time. 


●     Proper adequacies of disclosures have to seen and also make a note of any hidden 
charges carried by them. 
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The price at which you can enter/exit (i.e. entry load / exit load) the scheme and its impact 
on overall return. 


How To Invest in Mutual Funds ? 


Mutual funds normally come out with an advertisement in newspapers publishing the date 
of launch of the new schemes. Investors can also contact the agents and distributors of 
mutual funds who are spread all over the country for necessary information and application 
forms. Forms can be deposited with mutual funds through the agents and distributors who 
provide such services. Now a days, the post offices and banks also distribute the units of 
mutual funds. However, the investors may please note that the mutual funds schemes being 
marketed by banks and post offices should not be taken as their own schemes and no 
assurance of returns is given by them. The only role of banks and post offices is to help in 
distribution of mutual funds schemes to the investors. 


Investors should not be carried away by commission/gifts given by agents/distributors for 
investing in a particular scheme. On the other hand they must consider the track record of 
the mutual fund and should take objective decisions. 


Non-Resident Indians (NRI) can also invest in mutual funds. Normally, necessary 
details in this respect are given in the offer documents of the schemes. 


  Mutual Fund Offer Document -What to Look For ? 


An abridged offer document, which contains very useful information, is required to be 
given to the prospective investor by the mutual fund. The application form for subscription 
to a Mutual Fund is an integral part of the offer document. SEBI has prescribed minimum 
disclosures in the offer document. An investor, before investing in a Mutual Fund scheme, 
should carefully read the offer document. Due care must be given to portions relating to 
main features of the Mutual Fund, risk factors, initial issue expenses and recurring 
expenses to be charged to the Mutual Fund entry or exit loads, sponsor’s track record, 
educational qualification and work experience of key personnel including fund managers, 
performance of other Mutual Fund schemes launched by the mutual fund in the past, 
pending litigations and penalties imposed, etc. 


Can Mutual Fund Change Schemes ? 


Yes. They Can However, no change in the nature or terms of the scheme, known as 
fundamental attributes of theMutual Fund e.g.structure, investment pattern, etc. can be 
carried out unless a written communication is sent to each unitholder and an advertisement 
is given in one English daily having nationwide circulation and in a newspaper published in 
the language of the region where the head office of the mutual fund is situated. The 
unitholders have the right to exit the Mutual Fund at the prevailing NAV without any exit 
load if they do not want to continue with the scheme. The mutual funds are also required to 
follow similar procedure while converting the scheme form close-ended to open-ended 
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scheme and in case of change in sponsor. 


The mutual funds are required to inform any material changes to their unitholders. Apart 
from it, many mutual funds send quarterly newsletters to their investors. 


At present, offer documents are required to be revised and updated at least once in two 
years. In the meantime, new investors are informed about the material changes by way of 
addendum to the offer document till the time offer document is revised and reprinted. 


How to check Mutual Funds Performance 


 The performance of a Mutual Fund is reflected in its net asset value (NAV) which is 
disclosed on daily basis in case of open-ended schemes and on weekly basis in case of close-
ended schemes. The NAVs of mutual funds are required to be published in newspapers. 
The NAVs are also available on the web sites of mutual funds. All mutual funds are also 
required to put their NAVs on the web site of Association of Mutual Funds in India 
(AMFI) www.amfiindia.com and thus the investors can access NAVs of all mutual funds at 
one place 


The mutual funds are also required to publish their performance in the form of half-yearly 
results which also include their returns/yields over a period of time i.e. last six months, 1 
year, 3 years, 5 years and since inception of schemes. Investors can also look into other 
details like percentage of expenses of total assets as these have an affect on the yield and 
other useful information in the same half-yearly format. 


The mutual funds are also required to send annual report or abridged annual report to the 
unitholders at the end of the year. 


Various studies on mutual fund schemes including yields of different schemes are being 
published by the financial newspapers on a weekly basis. Apart from these, many research 
agencies also publish research reports on performance of mutual funds including the ranking 
of various schemes in terms of their performance. Investors should study these reports and 
keep themselves informed about the performance of various schemes of different mutual 
funds. 


Investors can compare the performance of their schemes with those of other mutual funds 
under the same category. They can also compare the performance of equity oriented 
schemes with the benchmarks like BSE Sensitive Index, S&P CNX Nifty, etc. 


The scheme portfolio shows investment made in each security i.e. equity, debentures, 
money market instruments, government securities, etc. and their quantity, market value 
and % to NAV. These portfolio statements also required to disclose illiquid securities in the 
portfolio, investment made in rated and unrated debt securities, non-performing assets 
( NPAs), etc. 


Some of the mutual funds send newsletters to the unitholders on quarterly basis which also 
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contain portfolios of the schemes. 


 
Where can an investor look out for information on mutual funds? 


Almost all the mutual funds have their own web sites. Investors can also access the NAVs, 
half-yearly results and portfolios of all mutual funds at the web site of Association of mutual 
funds in India (AMFI) www.amfiindia.com. AMFI has also published useful literature for the 
investors. 


Investors can log on to the web site of SEBI www.sebi.gov.in and go to "Mutual Funds" 
section for information on SEBI regulations and guidelines, data on mutual funds, draft offer 
documents filed by mutual funds, addresses of mutual funds, etc. Also, in the annual reports 
of SEBI available on the web site, a lot of information on mutual funds is given. 


There are a number of other web sites which give a lot of information of various schemes of 
mutual funds including yields over a period of time. Many newspapers also publish useful 
information on mutual funds on daily and weekly basis. Investors may approach their agents 
and distributors to guide them in this regard. 


  


______________________________________________________________ 
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Asset Allocation : A tutorial for mutual fund investors


 
 
Asset Allocation 
 
Asset Allocation is the selection of different types of assets, and the amount 
you invest in each asset type, to meet your investment goals, risk tolerance 
and time horizon. Different types of assets respond differently to the same 
event, such as a change in the economy. They also have different expected 
returns and amounts of risk. Simply put, the objective of asset allocation is 
for you to achieve your investment goals with the minimum amount of risk. 
Asset allocation is one of the two most important investment decisions you 
will make. (Selecting your individual investments, within your asset classes, 
is the other.) 
 
Our easy to use Asset Allocation tool weighs ten different variables and will 
help you determine the asset mix best suited for you. If connected to 
Internet Use this free Asset Allocator tool. 
 
Types of Assets 
 
The principal asset types, or classes, you’ll choose from are:


●     Short term investments – money market funds (taxable or tax-free) or 
interest-bearing bank accounts. 


●     Equities – stocks of publicly traded companies. 


●     Fixed Income – corporate (taxable), municipal (tax-free) or US 
Government debt securities. 


●     Real Estate – real estate companies, such as REITs. 


There are many other asset classes such as commodities, currencies, gold, 
and art, to name a few, but they are neither necessary nor appropriate for 
most investors to achieve their investment goals. 
 
By the way, there is no such thing as a “guaranteed” investment, except 
maybe for U.S. Treasury securities. Money Market funds are not insured by 
the Federal Government. Guaranteed annuities are only as safe as the 
company which sponsors (guarantees) them, or in the case of variable 
annuities, the investment vehicles you select. The same is true for all forms 
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of insurance.  
 
Investment goals change over time. Your asset mix also changes due to the 
performance of your investments and may need to be rebalanced. 
Periodically reviewing both is a good idea. 
 
Required Return 
 
You may wish to start by figuring out how much money you’ll need and when 
you need it. Common goals include having enough money to pay for a child’s 
college education or retirement. Be sure to leave a cushion for the 
unexpected. Once you have this figure, you can work backwards to today to 
determine what rate of return you need to earn on your investments, 
including expected future savings, to achieve your end result. Our Mutual 
Fund Screener will help you do this. 
 
You also may wish to compare your required rate of return to expected or 
historical rates of return on various asset classes. A starting point for this 
exercise is to review returns of the best performing mutual funds in each 
class, and then weight those returns according to your asset mix.  
 
You can utilize our Mutual Fund Screener tool to sort mutual funds by 
investment type, returns, expense ratios, and more. If connected to Internet 
Use this free Mutual fund Screener. 
 
If you’re happy with the result – great! If not, you have three choices: save 
more, reduce the amount you need, or look for investments with higher 
expected returns. 
 
Risk versus Return 
 
The higher the return you want to achieve, the more risk of loss you have to 
accept. Over the long term stocks have returned more than corporate bonds 
and corporate bonds have returned more than U.S. Treasury securities, but 
stocks are riskier than bonds and bonds are riskier than government 
securities.  
 
Risk does not just mean the possibility of losing money, it also means 
volatility. Even successful high return investments will fluctuate more in price 
along the way than more conservative investments. Stock funds fluctuate 
more in value than money market funds. A fund investing solely in biotech 
companies fluctuates more in value than a fund investing in the biggest blue 
chip companies. It’s normal to get nervous when an investment goes down 
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in price but if the risk of loss or the interim price fluctuations will be too 
much for you to stomach, then the investment isn’t right for you. Avoiding 
investments which are too risky for you will help you avoid the mistake of 
selling a good fund when the market’s down, which is a sure way not to 
achieve your investment goals. 
 
Time Horizon 
 
Time is your best friend. The longer you have until you need to draw on your 
investments, the lower return you’ll need to meet your goal or the less risk 
you’ll need to take. The compounding effect, or time value of money, works 
in your favor. That’s why it’s so important to start saving early.  
 
But, perhaps ironically, the longer you can wait until you need your money, 
the more risk you can take. This is because you can wait out the price 
volatility of riskier investments. Take the Dow Jones Industrial Average, for 
example. It declined three years in a row from 2000 – 2002 but it recovered 
to end 2006 at a record high. If you had to sell your equity funds in 2002 
you might not have been very happy. You surely would have been happier if 
you held them until 2006. 
 
Diversification 
 
Investing in different asset classes is a form of diversification but the concept 
also applies to selecting individual investments within asset classes. 
Diversification is a method of reducing the chance that a specific event could 
affect your entire asset class in the same way. Simply put, it means don’t 
place all your eggs in one basket.  
 
Investing in two big cap (market capitalization, which tends to correlate to 
the size company) U.S. company stock funds provides a little diversification 
because it reduces your dependence on a single manger, although both 
funds probably will own many of the same stocks. Investing in a big cap U.S. 
stock fund and a mid-cap U.S. stock fund will give your greater 
diversification because there will be little, if any, overlap in the stocks they 
buy. Buying a big cap U.S. stock fund and a fund that invests in the 
securities of foreign companies will provide even greater diversification 
because the factors affecting the stock will not be as similar as if all the 
stocks were in the same country


If you are connected to Internet Click here for Mutual Fund 
Performance Calculators


file:///F|/assetsallocationinmu.htm (3 of 4) [12/21/2009 8:50:38 PM]



http://www.mutualdecision.com/mutual_fund/calculators

http://www.mutualdecision.com/mutual_fund/calculators





file:///F|/assetsallocationinmu.htm


 


Saving enough? How much can you save? Will you have enough for 
retirement? These are just some of the questions 


answered by our Retirement Calculators, for which, if you are connected to 
Internet, CLICK HERE


 


 


 


______________________________________________________________________________
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Discover the Origins of Mutual Fund Investing


2.MUTUAL FUNDS - EXPLAINED 


IA.Discover the Origins of Mutual Fund Investing in U.S.A 


When three Boston securities executives pooled their money together in 1924 to create the first 
mutual fund, they had no idea how popular mutual funds would become. 
The idea of pooling money together for investing purposes started in Europe in the mid-1800s. The 
first pooled fund in the U.S. was created in 1893 for the faculty and staff of Harvard University. On 
March 21st, 1924 the first official mutual fund was born. It was called the Massachusetts Investors 
Trust. 
After one year, the Massachusetts Investors Trust grew from $50,000 in assets in 1924 to $392,000 
in assets (with around 200 shareholders). 
In contrast, there are over 10,000 mutual funds in the U.S. today totaling around $7 trillion (with 
approximately 83 million individual investors) according to the Investment Company Institute. 


The stock market crash of 1929 slowed the growth of mutual funds. In response to the stock market 
crash, Congress passed the Securities Act of 1933 and the Securities Exchange Act of 1934. These 
laws require that a fund be registered with the SEC and provide prospective investors with a 
prospectus. The SEC (U.S. Securities and Exchange Commission) helped create the Investment 
Company Act of 1940 which provides the guidelines that all funds must comply with today. 


With renewed confidence in the stock market, mutual funds began to blossom. By the end of the 
1960s there were around 270 funds with $48 billion in assets. 


In 1976, John C. Bogle opened the first retail index fund called the First Index Investment Trust. It is 
now called the Vanguard 500 Index fund and in November of 2000 it became the largest mutual fund 
ever with $100 billion in assets. 


One of the largest contributors of mutual fund growth was Individual Retirement Account (IRA) 
provisions made in 1981, allowing individuals (including those already in corporate pension plans) to 
contribute $2,000 a year. Mutual funds are now popular in employer-sponsored defined contribution 
retirement plans (401k), IRAs and Roth IRAs. 


Mutual funds are very popular today, known for ease-of-use, liquidity, and unique diversification 
capabilities. 


1B.Mutual Fund History India 
 
Unit Trust of India(UTI) was the first mutual fund set up in India in the year 1963. In early 1990s, 
Government allowed public sector banks and institutions to set up mutual funds. UTI has an 
extensive marketing network of over 40,000 agents all over the country. 


In the year 1992, Securities and exchange Board of India (SEBI) Act was passed. The objectives 
of SEBI are – to protect the interest of investors in securities and to promote the development of and 
to regulate the securities market. 


In 1995, the RBI permitted private sector institutions to set up Money Market Mutual Funds (MMMFs). 
They can invest in treasury bills, call and notice money, commercial paper, commercial bills accepted/
co-accepted by banks, certificates of deposit and dated government securities having unexpired 
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maturity upto one year. 


As far as mutual funds are concerned, SEBI formulates policies and regulates the mutual funds to 
protect the interest of the investors. SEBI notified regulations for the mutual funds in 1993. 
Thereafter, mutual funds sponsored by private sector entities were allowed to enter the capital 
market. The regulations were fully revised in 1996 and have been amended thereafter from time to 
time. SEBI has also issued guidelines to the mutual funds from time to time to protect the interests of 
investors. 


All mutual funds whether promoted by public sector or private sector entities including those 
promoted by foreign entities are governed by the same set of Regulations. There is no distinction 
in regulatory requirements for these mutual funds and all are subject to monitoring and inspections 
by SEBI. The risks associated with the schemes launched by the mutual funds sponsored by these 
entities are of similar type. 


____________________________________________________________________ 
II. Different Types Of Funds 


No matter what type of investor you are, there is bound to be a mutual fund that fits your style. 
According to the last count there are more than 10,000 mutual funds in North America! That means 
there are more mutual funds than stocks. 
 
It's important to understand that each mutual fund has different risks and rewards. In general, the 
higher the potential return, the higher the risk of loss. Although some funds are less risky than 
others, all funds have some level of risk - it's never possible to diversify away all risk. This is a fact for 
all investments. 
 
Each fund has a predetermined investment objective that tailors the fund's assets, regions of 
investments and investment strategies. At the fundamental level, there are three varieties of mutual 
funds: 
 
1) Equity funds (stocks) 
 
2) Fixed-income funds (bonds) 
 
3) Money market funds 
 
All mutual funds are variations of these three asset classes. For example, while equity funds that 
invest in fast-growing companies are known as growth funds, equity funds that invest only in 
companies of the same sector or region are known as specialty funds. 
 
Let's go over the many different flavors of funds. We'll start with the safest and then work through to 
the more risky. 
 
Money Market Funds 
 
The money market consists of short-term debt instruments, mostly Treasury bills. This is a safe place 
to park your money. You won't get great returns, but you won't have to worry about losing your 
principal. A typical return is twice the amount you would earn in a regular checking/savings account 
and a little less than the average certificate of deposit (CD). 
 
Bond/Income Funds 
 
Income funds are named appropriately: their purpose is to provide current income on a steady basis. 
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When referring to mutual funds, the terms "fixed-income," "bond," and "income" are synonymous. 
These terms denote funds that invest primarily in government and corporate debt. While fund 
holdings may appreciate in value, the primary objective of these funds is to provide a steady cashflow 
to investors. As such, the audience for these funds consists of conservative investors and retirees. 
 
Bond funds are likely to pay higher returns than certificates of deposit and money market 
investments, but bond funds aren't without risk. Because there are many different types of bonds, 
bond funds can vary dramatically depending on where they invest. For example, a fund specializing in 
high-yield junk bonds is much more risky than a fund that invests in government securities. 
Furthermore, nearly all bond funds are subject to interest rate risk, which means that if rates go up 
the value of the fund goes down. 
 
Balanced Funds 
 
The objective of these funds is to provide a balanced mixture of safety, income and capital 
appreciation. The strategy of balanced funds is to invest in a combination of fixed income and 
equities. A typical balanced fund might have a weighting of 60% equity and 40% fixed income. The 
weighting might also be restricted to a specified maximum or minimum for each asset class. 
 
A similar type of fund is known as an asset allocation fund. Objectives are similar to those of a 
balanced fund, but these kinds of funds typically do not have to hold a specified percentage of any 
asset class. The portfolio manager is therefore given freedom to switch the ratio of asset classes as 
the economy moves through the business cycle. 
 
Equity Funds 
 
Funds that invest in stocks represent the largest category of mutual funds. Generally, the investment 
objective of this class of funds is long-term capital growth with some income. There are, however, 
many different types of equity funds because there are many different types of equities. A great way 
to understand the universe of equity funds is to use a style box, an example of which is below. 


 


 
The idea is to classify funds based on both the size of the companies invested in and the investment 
style of the manager. The term value refers to a style of investing that looks for high quality 
companies that are out of favor with the market. These companies are characterized by low P/E and 
price-to-book ratios and high dividend yields. The opposite of value is growth, which refers to 
companies that have had (and are expected to continue to have) strong growth in earnings, sales and 
cash flow. A compromise between value and growth is blend, which simply refers to companies that 
are neither value nor growth stocks and are classified as being somewhere in the middle. 
 
For example, a mutual fund that invests in large-cap companies that are in strong financial shape but 
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have recently seen their share prices fall would be placed in the upper left quadrant of the style box 
(large and value). The opposite of this would be a fund that invests in startup technology companies 
with excellent growth prospects. Such a mutual fund would reside in the bottom right quadrant (small 
and growth). 
 
Global/International Funds 
 
An international fund (or foreign fund) invests only outside your home country. Global funds invest 
anywhere around the world, including your home country. 
 
It's tough to classify these funds as either riskier or safer than domestic investments. They do tend to 
be more volatile and have unique country and/or political risks. But, on the flip side, they can, as part 
of a well-balanced portfolio, actually reduce risk by increasing diversification. Although the world's 
economies are becoming more inter-related, it is likely that another economy somewhere is 
outperforming the economy of your home country. 
 
Specialty Funds 
 
This classification of mutual funds is more of an all-encompassing category that consists of funds that 
have proved to be popular but don't necessarily belong to the categories we've described so far. This 
type of mutual fund forgoes broad diversification to concentrate on a certain segment of the economy.  
 
Sector funds are targeted at specific sectors of the economy such as financial, technology, health, etc. 
Sector funds are extremely volatile. There is a greater possibility of big gains, but you have to accept 
that your sector may tank.  
 
Regional funds make it easier to focus on a specific area of the world. This may mean focusing on a 
region (say Latin America) or an individual country (for example, only Brazil). An advantage of these 
funds is that they make it easier to buy stock in foreign countries, which is otherwise difficult and 
expensive. Just like for sector funds, you have to accept the high risk of loss, which occurs if the 
region goes into a bad recession.  
 
Socially-responsible funds (or ethical funds) invest only in companies that meet the criteria of certain 
guidelines or beliefs. Most socially responsible funds don't invest in industries such as tobacco, 
alcoholic beverages, weapons or nuclear power. The idea is to get a competitive performance while 
still maintaining a healthy conscience. 
 
Index Funds 
 
The last but certainly not the least important are index funds. This type of mutual fund replicates the 
performance of a broad market index such as the S&P 500 or Dow Jones Industrial Average (DJIA). 
An investor in an index fund figures that most managers can't beat the market. An index fund merely 
replicates the market return and benefits investors in the form of low fees. 


Schemes according to Maturity Period: 


A mutual fund scheme can be classified into open-ended scheme or close-ended scheme depending 
on its maturity period. 


Open-ended Fund 


An open-ended Mutual fund is one that is available for subscription and repurchase on a continuous 
basis. These Funds 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 
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of open-end schemes is liquidity. 


Close-ended Fund 


A close-ended Mutual fund 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. 


Fund according to Investment Objective: 


A scheme can also be classified as growth fund, income fund, or balanced fund considering its 
investment objective. Such schemes may be open-ended or close-ended schemes as described 
earlier. Such schemes may be classified mainly as follows: 


Growth / Equity Oriented 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. These schemes provide different options to the investors like dividend option, capital 
appreciation, etc. and the investors may choose an option depending on their preferences. The 
investors must indicate the option in the application form. The mutual funds also allow the investors 
to change the options at a later date. Growth schemes are good for investors having a long-term 
outlook seeking appreciation over a period of time. 


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. The NAVs of such funds are affected because of 
change in interest rates in the country. If the interest rates fall, NAVs of such funds are likely to 
increase in the short run and vice versa. However, long term investors may not bother about these 
fluctuations. 


Balanced Fund 


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. 


Money Market or Liquid Fund 
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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. 


Gilt Fund 


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. 


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 due to some factors known as "tracking error" in technical terms. 
Necessary disclosures in this regard are made in the offer document of the mutual fund scheme. 
There are also exchange traded index funds launched by the mutual funds which are traded on the 
stock exchanges. 


The Costs 
 
Costs are the biggest problem with mutual funds. These costs eat into your return, and they are the 
main reason why the majority of funds end up with sub-par performance. 
 
What's even more disturbing is the way the fund industry hides costs through a layer of financial 
complexity and jargon. Some critics of the industry say that mutual fund companies get away with 
the fees they charge only because the average investor does not understand what he/she is paying 
for. 
 
Fees can be broken down into two categories: 
 
1. Ongoing yearly fees to keep you invested in the fund. 
 
2. Transaction fees paid when you buy or sell shares in a fund (loads). 
 
The Expense Ratio 
 
The ongoing expenses of a mutual fund is represented by the expense ratio. This is sometimes also 
referred to as the management expense ratio (MER). The expense ratio is composed of the following: 
 
• The cost of hiring the fund manager(s) - Also known as the management fee, this cost is between 
0.5% and 1% of assets on average. While it sounds small, this fee ensures that mutual fund 
managers remain in the country's top echelon of earners. Think about it for a second: 1% of 250 
million (a small mutual fund) is $2.5 million - fund managers are definitely not going hungry! It's true 
that paying managers is a necessary fee, but don't think that a high fee assures superior performance. 
 
• Administrative costs - These include necessities such as postage, record keeping, customer service, 
cappuccino machines, etc. Some funds are excellent at minimizing these costs while others (the ones 
with the cappuccino machines in the office) are not. 
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• The last part of the ongoing fee (in the United States anyway) is known as the 12B-1 fee. This 
expense goes toward paying brokerage commissions and toward advertising and promoting the fund. 
That's right, if you invest in a fund with a 12B-1 fee, you are paying for the fund to run commercials 
and sell itself! 
 
On the whole, expense ratios range from as low as 0.2% (usually for index funds) to as high as 2%. 
The average equity mutual fund charges around 1.3%-1.5%. You'll generally pay more for specialty 
or international funds, which require more expertise from managers. 
 
Are high fees worth it? You get what you pay for, right? 
 
Wrong. 
 
Just about every study ever done has shown no correlation between high expense ratios and high 
returns. This is a fact. If you want more evidence, consider this quote from the Securities and 
Exchange Commission's website: 
 
"Higher expense funds do not, on average, perform better than lower expense funds." 
 
Loads, A.K.A. "Fee for Salesperson" 
 
Loads are just fees that a fund uses to compensate brokers or other salespeople for selling you the 
mutual fund. All you really need to know about loads is this: don't buy funds with loads. 
 
In case you are still curious, here is how certain loads work: 
 
• Front-end loads - These are the most simple type of load: you pay the fee when you purchase the 
fund. If you invest $1,000 in a mutual fund with a 5% front-end load, $50 will pay for the sales 
charge, and $950 will be invested in the fund. 
 
• Back-end loads (also known as deferred sales charges) - These are a bit more complicated. In such 
a fund you pay the a back-end load if you sell a fund within a certain time frame. A typical example is 
a 6% back-end load that decreases to 0% in the seventh year. The load is 6% if you sell in the first 
year, 5% in the second year, etc. If you don't sell the mutual fund until the seventh year, you don't 
have to pay the back-end load at all. 
 
A no-load fund sells its shares without a commission or sales charge. Some in the mutual fund 
industry will tell you that the load is the fee that pays for the service of a broker choosing the correct 
fund for you. According to this argument, your returns will be higher because the professional advice 
put you into a better fund. There is little to no evidence that shows a correlation between load funds 
and superior performance. In fact, when you take the fees into account, the average load fund 
performs worse than a no-load fund.  


Picking A Mutual Fund 
 
Buying and Selling 
 
You can buy some mutual funds (no-load) by contacting the fund companies directly. Other funds are 
sold through brokers, banks, financial planners, or insurance agents. If you buy through a third party 
there is a good chance they'll hit you with a sales charge (load). 
 
That being said, more and more funds can be purchased through no-transaction fee programs that 
offer funds of many companies. Sometimes referred to as a "fund supermarket," this service lets you 
consolidate your holdings and record keeping, and it still allows you to buy funds without sales 
charges from many different companies. Popular examples are Schwab's OneSource, Vanguard's 
FundAccess, and Fidelity's FundsNetwork. Many large brokerages have similar offerings. 
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Selling a fund is as easy as purchasing one. All mutual funds will redeem (buy back) your shares on 
any business day. In the United States, companies must send you the payment within seven days. 
 
The Value of Your Fund 
 
Net asset value (NAV), which is a fund's assets minus liabilities, is the value of a mutual fund. NAV 
per share is the value of one share in the mutual fund, and it is the number that is quoted in 
newspapers. You can basically just think of NAV per share as the price of a mutual fund. It fluctuates 
everyday as fund holdings and shares outstanding change. 
When you buy shares, you pay the current NAV per share plus any sales front-end load. When you 
sell your shares, the fund will pay you NAV less any back-end load. 


How To Read A Mutual Fund Table 


 


Columns 1 & 2: 52-Week Hi and Low - These show the highest and lowest prices the mutual fund 
has experienced over the previous 52 weeks (one year). This typically does not include the previous 
day's price. 
 
Column 3: Fund Name - This column lists the name of the mutual fund. The company that manages 
the fund is written above in bold type. 
 
Column 4: Fund Specifics - Different letters and symbols have various meanings. For example, "N" 
means no load, "F" is front end load, and "B" means the fund has both front and back-end fees. For 
other symbols see the legend in the newspaper in which you found the table. 
 
Column 5: Dollar Change -Thisstates the dollar change in the price of the mutual fund from the 
previous day's trading. 
 
Column 6: % Change - This states the percentage change in the price of the mutual fund from the 
previous day's trading. 
 
Column 7: Week High - This is thehighest price the fund traded at during the past week. 
 
Column 8: Week Low - This is thelowest price the fund traded at during the past week. 
 
Column 9: Close - The last price at which the fund was traded is shown in this column. 
 
Column 10: Week's Dollar Change - This represents the dollar change in the price of the mutual 
fund from the previous week. 
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Column 11: Week's % Change - This shows the percentage change in the price of the mutual fund 
from the previous week. 


Don't Be Fooled By Mutual Fund Ads 
 
I'm sure you've noticed all those mutual fund ads that quote their amazingly high one-year rates of 
return. Your first thought is "wow, that mutual fund did great!" Well, yes it did great last year, but 
then you look at the three-year performance, which is lower, and the five year, which is yet even 
lower. What's the underlying story here? Let's look at a real example. These figures came from a local 
paper: 


1 year 3 year 5 year 


53% 20% 11% 


 
Last year, the fund had excellent performance at 53%. But in the past three years the average annual 
return was 20%. What did it do in years 1 and 2 to bring the average return down to 20%? Some 
simple math shows us that the fund made an average return of 3.5% over those first two years: 20% 
= (53% + 3.5% + 3.5%)/3. Because that is only an average, it is very possible that the fund lost 
money in one of those years. 
 
It gets worse when we look at the five-year performance. We know that in the last year the fund 
returned 53% and in years 2 and 3 we are guessing it returned around 3.5%. So what happened in 
years 4 and 5 to bring the average return down to 11%? Again, by doing some simple calculations we 
find that the fund must have lost money, an average of -2.5% each year of those two years: 11% = 
(53% + 3.5% + 3.5% - 2.5% - 2.5%)/5. Now the fund's performance doesn't look so good! 
 
It should be mentioned that, for the sake of simplicity, this example, besides making some big 
assumptions, doesn't include calculating compound interest. Still, the point wasn't to be technically 
accurate but to demonstrate how misleading mutual fund ads can be. A fund that loses money for a 
few years can bump the average up significantly with one or two strong years. 


Conclusion 
 
Let's recap what we've learned in this tutorial: 


●     A mutual fund brings together a group of people and invests their money in stocks, bonds, and 
other securities. 


●     The advantages of mutuals are professional management, diversification, economies of scale, 
simplicity and liquidity. 


●     The disadvantages of mutuals are high costs, over-diversification, possible tax consequences, 
and the inability of management to guarantee a superior return. 


●     There are many, many types of mutual funds. You can classify funds based on asset class, 
investing strategy, region, etc. 


●     Mutual funds have lots of costs. 
●     Costs can be broken down into ongoing fees (represented by the expense ratio) and transaction 


fees (loads). 
●     The biggest problems with mutual funds are their costs and fees. 
●     Mutual funds are easy to buy and sell. You can either buy them directly from the fund company 
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or through a third party. 
●     Mutual fund ads can be very deceiving. 


__________________________________________________________________________________ 
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Major Mutual Fund Companies in India
 


ABN AMRO Mutual Fund
ABN AMRO Mutual Fund was setup on April 15, 2004 with ABN AMRO 
Trustee (India) Pvt. Ltd. as the Trustee Company. The AMC, ABN 
AMRO Asset Management (India) Ltd. was incorporated on November 
4, 2003. Deutsche Bank A G is the custodian of ABN AMRO Mutual 
Fund.
 
Birla Sun Life Mutual Fund
Birla Sun Life Mutual Fund is the joint venture of Aditya Birla Group 
and Sun Life Financial. Sun Life Financial is a golbal organisation 
evolved in 1871 and is being represented in Canada, the US, the 
Philippines, Japan, Indonesia and Bermuda apart from India. Birla Sun 
Life Mutual Fund follows a conservative long-term approach to 
investment. Recently it crossed AUM of Rs. 10,000 crores.
  
Bank of Baroda Mutual Fund (BOB Mutual Fund)
Bank of Baroda Mutual Fund or BOB Mutual Fund was setup on October 
30, 1992 under the sponsorship of Bank of Baroda. BOB Asset 
Management Company Limited is the AMC of BOB Mutual Fund and 
was incorporated on November 5, 1992. Deutsche Bank AG is the 
custodian.
 
 
HDFC Mutual Fund
HDFC Mutual Fund was setup on June 30, 2000 with two sponsorers 
nemely Housing Development Finance Corporation Limited and 
Standard Life Investments Limited.
 
 
HSBC Mutual Fund
HSBC Mutual Fund was setup on May 27, 2002 with HSBC Securities 
and Capital Markets (India) Private Limited as the sponsor. Board of 
Trustees, HSBC Mutual Fund acts as the Trustee Company of HSBC 
Mutual Fund.
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ING Vysya Mutual Fund
ING Vysya Mutual Fund was setup on February 11, 1999 with the 
same named Trustee Company. It is a joint venture of Vysya and ING. 
The AMC, ING Investment Management (India) Pvt. Ltd. was 
incorporated on April 6, 1998.
 
 
Prudential ICICI Mutual Fund
The mutual fund of ICICI is a joint venture with Prudential Plc. of 
America, one of the largest life insurance companies in the US of A. 
Prudential ICICI Mutual Fund was setup on 13th of October, 1993 with 
two sponsorers, Prudential Plc. and ICICI Ltd. The Trustee Company 
formed is Prudential ICICI Trust Ltd. and the AMC is Prudential ICICI 
Asset Management Company Limited incorporated on 22nd of June, 
1993.
 
Sahara Mutual Fund
Sahara Mutual Fund was set up on July 18, 1996 with Sahara India 
Financial Corporation Ltd. as the sponsor. Sahara Asset Management 
Company Private Limited incorporated on August 31, 1995 works as 
the AMC of Sahara Mutual Fund. The paid-up capital of the AMC stands 
at Rs 25.8 crore.
 
 
State Bank of India Mutual Fund
State Bank of India Mutual Fund is the first Bank sponsored Mutual 
Fund to launch offshor fund, the India Magnum Fund with a corpus of 
Rs. 225 cr. approximately. Today it is the largest Bank sponsored 
Mutual Fund in India. They have already launched 35 Schemes out of 
which 15 have already yielded handsome returns to investors. State 
Bank of India Mutual Fund has more than Rs. 5,500 Crores as AUM. 
Now it has an investor base of over 8 Lakhs spread over 18 schemes.
  
 
Tata Mutual Fund
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Tata Mutual Fund (TMF) is a Trust under the Indian Trust Act, 1882. 
The sponsorers for Tata Mutual Fund are Tata Sons Ltd., and Tata 
Investment Corporation Ltd. The investment manager is Tata Asset 
Management Limited and its Tata Trustee Company Pvt. Limited. Tata 
Asset Management Limited's is one of the fastest in the country with 
more than Rs. 7,703 crores (as on April 30, 2005) of AUM. 
 
 
Kotak Mahindra Mutual Fund
Kotak Mahindra Asset Management Company (KMAMC) is a subsidiary 
of KMBL. It is presently having more than 1,99,818 investors in its 
various schemes. KMAMC started its operations in December 1998. 
Kotak Mahindra Mutual Fund offers schemes catering to investors with 
varying risk - return profiles. It was the first company to launch 
dedicated gilt scheme investing only in government securities.
 
Unit Trust of India Mutual Fund
UTI Asset Management Company Private Limited, established in Jan 
14, 2003, manages the UTI Mutual Fund with the support of UTI 
Trustee Company Privete Limited. UTI Asset Management Company 
presently manages a corpus of over Rs.20000 Crore. The sponsorers of 
UTI Mutual Fund are Bank of Baroda (BOB), Punjab National Bank 
(PNB), State Bank of India (SBI), and Life Insurance Corporation of 
India (LIC). The schemes of UTI Mutual Fund are Liquid Funds, Income 
Funds, Asset Management Funds, Index Funds, Equity Funds and 
Balance Funds.
  
 
Reliance Mutual Fund
Reliance Mutual Fund (RMF) was established as trust under Indian 
Trusts Act, 1882. The sponsor of RMF is Reliance Capital Limited and 
Reliance Capital Trustee Co. Limited is the Trustee. It was registered 
on June 30, 1995 as Reliance Capital Mutual Fund which was changed 
on March 11, 2004. Reliance Mutual Fund was formed for launching of 
various schemes under which units are issued to the Public with a view 
to contribute to the capital market and to provide investors the 
opportunities to make investments in diversified securities.
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Standard Chartered Mutual Fund
Standard Chartered Mutual Fund was set up on March 13, 2000 
sponsored by Standard Chartered Bank. The Trustee is Standard 
Chartered Trustee Company Pvt. Ltd. Standard Chartered Asset 
Management Company Pvt. Ltd. is the AMC which was incorporated 
with SEBI on December 20,1999.
 
 
Franklin Templeton India Mutual Fund
The group, Frnaklin Templeton Investments is a California (USA) based 
company with a global AUM of US$ 409.2 bn. (as of April 30, 2005). It 
is one of the largest financial services groups in the world. Investors 
can buy or sell the Mutual Fund through their financial advisor or 
through mail or through their website. They have Open end Diversified 
Equity schemes, Open end Sector Equity schemes, Open end Hybrid 
schemes, Open end Tax Saving schemes, Open end Income and Liquid 
schemes, Closed end Income schemes and Open end Fund of Funds 
schemes to offer.
 
 
Morgan Stanley Mutual Fund India
Morgan Stanley is a worldwide financial services company and its 
leading in the market in securities, investmenty management and 
credit services. Morgan Stanley Investment Management (MISM) was 
established in the year 1975. It provides customized asset 
management services and products to governments, corporations, 
pension funds and non-profit organisations. Its services are also 
extended to high net worth individuals and retail investors. In India it 
is known as Morgan Stanley Investment Management Private Limited 
(MSIM India) and its AMC is Morgan Stanley Mutual Fund (MSMF). This 
is the first close end diversified equity scheme serving the needs of 
Indian retail investors focussing on a long-term capital appreciation.
 
 
Escorts Mutual Fund
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Escorts Mutual Fund was setup on April 15, 1996 with Excorts Finance 
Limited as its sponsor. The Trustee Company is Escorts Investment 
Trust Limited. Its AMC was incorporated on December 1, 1995 with the 
name Escorts Asset Management Limited.
 
Alliance Capital Mutual Fund
Alliance Capital Mutual Fund was setup on December 30, 1994 with 
Alliance Capital Management Corp. of Delaware (USA) as sponsorer. 
The Trustee is ACAM Trust Company Pvt. Ltd. and AMC, the Alliance 
Capital Asset Management India (Pvt) Ltd. with the corporate office in 
Mumbai.
 
Benchmark Mutual Fund
Benchmark Mutual Fund was setup on June 12, 2001 with Niche 
Financial Services Pvt. Ltd. as the sponsorer and Benchmark Trustee 
Company Pvt. Ltd. as the Trustee Company. Incorporated on October 
16, 2000 and headquartered in Mumbai, Benchmark Asset 
Management Company Pvt. Ltd. is the AMC.
 
Canbank Mutual Fund
Canbank Mutual Fund was setup on December 19, 1987 with Canara 
Bank acting as the sponsor. Canbank Investment Management 
Services Ltd. incorporated on March 2, 1993 is the AMC. The Corporate 
Office of the AMC is in Mumbai.
 
Chola Mutual Fund
Chola Mutual Fund under the sponsorship of Cholamandalam 
Investment & Finance Company Ltd. was setup on January 3, 1997. 
Cholamandalam Trustee Co. Ltd. is the Trustee Company and AMC is 
Cholamandalam AMC Limited.
 
LIC Mutual Fund
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Life Insurance Corporation of India set up LIC Mutual Fund on 19th 
June 1989. It contributed Rs. 2 Crores towards the corpus of the Fund. 
LIC Mutual Fund was constituted as a Trust in accordance with the 
provisions of the Indian Trust Act, 1882. . The Company started its 
business on 29th April 1994. The Trustees of LIC Mutual Fund have 
appointed Jeevan Bima Sahayog Asset Management Company Ltd as 
the Investment Managers for LIC Mutual Fund.
  
GIC Mutual Fund
GIC Mutual Fund, sponsored by General Insurance Corporation of India 
(GIC), a Government of India undertaking and the four Public Sector 
General Insurance Companies, viz. National Insurance Co. Ltd (NIC), 
The New India Assurance Co. Ltd. (NIA), The Oriental Insurance Co. 
Ltd (OIC) and United India Insurance Co. Ltd. (UII) and is constituted 
as a Trust in accordance with the provisions of the Indian Trusts Act, 
1882.
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How to evaluate the Fund Manager of Mutual Fund
 


Mutual funds are increasingly finding greater acceptance among investors, when it comes to 
planning their finances. However, given the numerous schemes in each category, and many more 
being launched every month, how does an investor determine where to invest? To start with, we 
recommend that you take a close look at the fund management team, in other words, the brains 
behind the mutual fund. 


 
The fund manager, also known, as the "Portfolio Manager" is an individual (although 
increasingly, he is being replaced by a team of two to three fund managers) who decides where, 
and in what allocation, money is to be invested. Given the importance of the fund manager/fund 
management team, it is pertinent that you, the investor, evaluate him very carefully. 


 
Here are some parameters on which you should evaluate the fund manager: 


 
1. Adherence to mandate 


 
Every mutual fund scheme has an investment objective, which the fund manager must adhere to. 
If the fund manager is not faithful to the mandate, then you may find yourself invested in a 
scheme whose objectives no longer match yours. And then of course, if you were to take 
corrective measures, there will be implications in terms of taxation and loads. 


 
There have been instances when funds change their mandates depending on what's "hot" in the 
stock market. Such funds again must be avoided as their focus is on asset accumulation and not 
money management. A fund manager who adheres to the mandate under all conditions regardless 
of market conditions should be preferred over one who does not. 


 
2. Investment style 


 
It is important for an investor to understand the investment style followed by the fund house. One 
way to classify investment styles is individualistic style and team-driven style. The basic 
difference between the two is that in the former, you have a 'star' fund manager who plays an 
important (at times, even indispensable) role in taking investment decisions. In the other style, 
there is a team that takes the investment decision based on certain processes and systems. The 
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team has a fund manager who participates in the investment process, but he is not a star; instead, 
he takes the final call based on the team's consensus. Needless to say the second approach is a lot 
better; one key reason being there is no over-dependence on one individual. 


 
Investors must be cautious while investing in a fund that pursues the individualistic brand of fund 
management. This is particularly so, since switching between fund houses is a common practice 
within the fund manager community. Testimony to this fact is that apart from a few names, we 
can't think of many fund managers who have been associated with a fund house for more than 
even 5 years. When a star fund manager quits the fund house, the existing funds could witness a 
dip in performance. Also investors are hassled into tracking his whereabouts and then investing/
redeeming their monies based on his latest employment. 


 
One thing that is critical while deciding on which mutual fund to opt for is to ascertain whether 
the fund house has a process-driven approach to identifying the right investment opportunity. A 
process-driven approach brings in discipline, which in the long-term is a key factor in 
determining performance. 


 
3. Evaluating performance 


 
Higher returns or a rapidly appreciating NAV (net asset value) do not necessarily mean that the 
fund manager is doing the right thing. There is a lot more to performance than just the headline 
NAV return number. Among the 'numbers' one should focus on. 


 
One, the most basic - a comparison of the fund's performance over various time periods vis-a-vis 
both the benchmark index and its peers. The comparative performance, both absolute and risk-
adjusted, will give you an insight into the fund manager's ability to outperform the peers and the 
benchmark over different periods of time. A well-managed fund should be a consistent 
outperformer. 


 
Two, the performance of the fund during downturns in the market should be evaluated carefully. 
A fund managed by a smart fund management team should ideally fall a lot lower than the market 
due to the prudent investment calls. Remember, it's only in lackluster/bear markets, that the stock 
picking ability of the fund management team really comes into play (in bull markets almost 
anyone can deliver a return). 
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Above we have listed just three points for you to keep in mind when selecting the right fund 
manager/team while investing your money. Once you select the right fund management team, 
you have made a start, but there is a lot more homework still to be done in terms of selecting the 
right mutual fund. An easier alternative is to engage the services of an honest and competent 
financial planner. 


How to select a diversified equity fund


When it comes to making investments in mutual funds, it all boils down to which fund to invest 
in. There is no dearth of choices, but then not all the options available merit consideration. There 
are 30 asset management companies (AMC) currently in the mutual fund industry, and many 
more lining up for launches. The variety of schemes offered by these AMCs is enormous. So it 
can be a challenge for the investor when it comes down to identifying a handful of mutual fund 
schemes from this rather large universe. The good news for the investor is that based on 
performance, most of these schemes fall short of making the grade. Thus the real challenge lies in 
finding those few schemes that do make the grade. 


Often when it comes to evaluating their investment decisions, investors appear confused. The 
simplest of decisions proves elusive to them. This confusion is further enhanced by 
misrepresentation made by 'commission-hungry' mutual fund agents. 


With so many forces working against them, it's essential for investors to have a set of objective 
parameters based on which the performance of mutual fund schemes can be evaluated. These 
parameters should serve as benchmarks for investors while selecting funds for their portfolios. 
We present a 4-step strategy for selecting the right diversified equity fund. 


1. Compare returns across funds within the same category 
One of the most basic forms of benchmarking involves comparing funds within a category. For 
instance, if you are evaluating Franklin India Bluechip Fund for investment, you should compare 
its returns with other predominantly large cap diversified equity funds. Comparing it with mid 
cap funds for example, will deliver erroneous results, because the risk-reward relationship 
between mid cap and large cap funds are not comparable. 


As equities are best equipped to deliver returns over longer time frames (3-5 years), investments 
in diversified equity funds should be made with a long-term perspective. Hence, while comparing 
returns, investors must consider longer time frames (of 3-5 years) before taking a conclusive 
decision about investing in a fund. Comparing a fund over a longer time frame will also give 
investors a good idea about how the fund has fared over a stock market cycle (boom and bust). 
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2. Compare returns against those of the benchmark index 
Regulations demand that every fund mentions a benchmark index in the Offer Document. The 
benchmark index serves the dual purpose of being a guidepost for both the fund manager and the 
investing community. All eyes must be on the benchmark index and how the fund has fared 
against it. Again with an equity fund, investors should consider the performance of the fund over 
the longer time frame, while comparing it to its benchmark index. In the Indian context, most 
equity funds outperform their benchmark indices over the long-term (3-5 years). However, during 
market turbulence, like the one witnessed over May-June this year, investors will find many 
equity funds trailing their benchmark indices. This is something we have observed on more than 
one occasion. The funds that can outperform their benchmark indices during stock market 
volatility must be marked closely. 


3. Compare against the fund's own performance 
Besides comparing a fund with its peers and benchmark index, investors should evaluate its 
historical performance. Not all funds show stability in performance over the years. Many of them 
slip up; only a few manage to sustain the good work they have done year after year, market cycle 
after market cycle. By evaluating a fund against its own historical performance, you ensure that 
you get the most consistent performers in your mutual fund portfolio. The inconsistent 
performers (the one rally wonders) are available a dime a dozen and must be filtered effectively. 


4. Risk-related parameters 
While NAV returns are important, one area, which should never be ignored by investors is the 
risk taken on by the fund. Mutual funds being market-linked, are prime candidates for stock 
market related risks. The two aspects that investors should take into account are volatility of the 
fund as indicated by the Standard Deviation (SD) and risk-adjusted returns as calculated by the 
Sharpe Ratio (SR). 


While SD shows the degree of risk taken on by the fund, SR shows the return generated by the 
fund per unit of risk taken. The SD (volatility) of a fund should be lower than its peers; on the 
other hand, the SR should be higher. The best fund is the one with the lowest SD and the highest 
SR within its peer group. Again, it is advisable for investors to evaluate the SD and SR of the 
fund on a historical basis so as to identify the most consistent performers. 


Index funds: Short-term wonders!


In terms of fund management, mutual funds can be broadly classified into two categories: 
actively managed funds and passively managed - better known as index funds. In an actively 
managed fund, the fund manager uses his expertise and skills to select stocks across sectors and 
market segments. The sole intention of actively managed funds is to identify the best investment 
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opportunities and exploit it in order to generate superior returns, and in the process outperform 
the benchmark index. 


On the contrary, index funds are aligned to a particular benchmark index like the Nifty or Sensex. 
They attempt to mirror the performance of the designated benchmark index, by investing only in 
the stocks of the index with the corresponding allocations. 


In developed economies like the United States for instance, index funds are very popular among 
mutual fund investors and are preferred over actively managed funds. This is because of the clear 
advantages they offer to investors, like no loads and lower expenses among others. Moreover, in 
the United States, stock markets are more efficient, so investment opportunities are at a premium. 
They are relatively difficult to identify, because widely disseminated research makes just about 
everyone aware of these opportunities, so this blunts the first mover advantage. As a result, a 
number of actively managed funds in developed economies fail to outperform the broader stock 
market indices thereby pushing the cause of index funds.


Investing in index funds is relatively less cumbersome. Here, the two most important points 
which investors have to look out for are the expense ratio and the tracking error (i.e., the 
difference between the returns clocked by the benchmark index and index funds). Thus, unlike 
actively managed funds, index fund investors can forgo other aspects of investing such as fund 
house's investment philosophy and the kind of funds to choose - a large cap/mid cap/small cap 
fund. 


On the other hand, investors investing in actively managed funds have to assess all the above-
mentioned criteria and more before investing. These funds have to capitalise on the opportunities 
in the market to generate superior returns. Thus, in the process they employ more resources (more 
analysts/fund managers) and in turn charge higher expenses than index funds. 


In the Indian context, the mutual funds segment is dominated by actively managed funds. Index 
funds occupy a much smaller share of the market. This is because Indian stock markets, being in 
a developing phase, still offer enough investment opportunities that if identified earlier on can 
outperform the benchmark index over the long-term (3-5 years). So well-managed actively 
managed funds have done a reasonable job of going one up over the index over the long-term. 


We did a brief study wherein we faced-off the average category returns of index funds (passively 
managed) vis-a-vis those of diversified equity funds (actively managed). In a way, the results are 
on predictable lines. 


Active Funds: Long-term bets
Categories


Average category returns
1-Yr (%) 3-Yr (%) 5-Yr (%)


Index funds 55.5 35.0 32.7
Diversified equity funds 40.4 42.6 45.3
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(Returns as on October 16, 2006)
On comparing the category average returns of active funds and passive funds over varying time 
frames, one can conclude that it's something of a mixed bag, with each category performing well 
only over a certain time frame. 


For instance, over 1-Yr, index funds (55.5%) are ahead of diversified equity funds (40.4%). 
However, extend this time frame to 3-Yr and even 5-Yr, and the scenario changes completely. 
Gone is the sheer domination of index funds over active funds. Over 3-Yr, diversified equity 
funds (42.6%) have comprehensively outperformed index funds (35.0%) by 7.6%, and this gap 
further widens to 12.6 % over 5-Yr. 


In a nutshell, even in the Indian context, index funds offer advantages like lower expenses 
(although they aren't quite as low as they should be compared to US Index Funds) and lower 
volatility in performance as compared to actively managed funds. They can also outperform 
actively managed funds although usually only over shorter time frames (less than 3 years). But 
over longer time frames of 3-5 years (which is ideal for evaluating equity-oriented funds), 
actively managed funds more than hold their own against index funds. 


Hence, for risk-taking investors, actively managed funds should occupy a larger share of the 
portfolio. Index funds can also occupy a smaller share, mainly from a diversification perspective. 


________________________________________________________________________________-


Fixed Maturity Plans Vs Capital Protection Schemes


Recently, a new category named Capital Protection Oriented Schemes (CPOSs) made its debut in 
the mutual fund industry. As the name suggests, the mainstay of such schemes is to provide 
capital protection. Structurally they are similar to another existing mutual fund category called 
Fixed Maturity Plans (FMPs), which has been around for a while. For investors, the presence of 
these categories which are structurally similar, yet distinct in terms of positioning can be 
confusing. We decided to face-off the two categories and find out how similar or dissimilar they 
are. 


To start with, let us first look at the two categories independently and understand what they offer 
to investors. 


FMPs are close-ended debt funds (investments can be made only during the new fund offer 
period) with a fixed maturity horizon. They can also invest a smaller portion of their corpus in 
equities. FMPs target a given yield (return), lock-in the same at the time of investment and stay 
invested till maturity. In turn, investors who stay invested in the fund till its maturity are virtually 
assured of clocking the designated returns. It should be understood, that being a market-linked 
investment avenue, the returns aren't assured or fixed. Hence, deviations in the designated returns 
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on account of market fluctuations cannot be ruled out. 


Conversely, CPOSs are close-ended debt funds, oriented towards the protection of capital 
invested. Again, the capital protection is not guaranteed. The portfolio is constructed in a manner 
to provide the investor with at least the amount invested on maturity. 


As mentioned earlier, both FMPs as well as CPOSs are structurally similar to each other. Both 
the schemes attempt to combine the stability of debt along with the power of equities. Normally, 
these funds invest a majority of the corpus (say atleast 80%) in debt instruments and the balance 
(around 20%) in equities. The portfolio is so designed, that the amount of money invested in the 
debt component is equivalent to the initial investment on maturity. For example, out of Rs 100 
invested, the fund invests Rs 80 in debt instruments, which will amount to Rs 100 on maturity. 
Thus, the debt portfolio attempts to preserve the initial investments made by investors, while the 
equity portfolio (Rs 20 in this case) is utilised to generate capital appreciation. 


FMPs and CPOSs have certain dissimilarities as well: 


■     CPOSs are oriented towards capital protection, hence the defining feature of schemes from 
the segment is providing safety of capital. Generating capital appreciation is relegated to 
second position.


Conversely, FMPs are return-oriented investment avenues and not inclined towards 
protection of invested amount. The primary aim of such funds is to generate returns.


 


■     As per SEBI (Securities and Exchange Board of India) guidelines, it is mandatory for all 
the AMCs (Asset Management Companies) to get the proposed portfolios of their CPOSs 
rated by a SEBI registered credit rating agency. Also, the rating has to be reviewed on a 
quarterly basis and AMCs must ensure that the debt component of the portfolio has the 
highest investment grade rating (AAA or P1+).


FMPs tend to primarily invest in debt instruments with a high credit rating as well, but they 
have a free hand in terms of the instruments they can invest in. Similarly, it is not 
mandatory to get the portfolio rated by any credit rating agency.


 


■     CPOSs are close-ended in nature and don't offer any option to investors for premature 
withdrawals. Hence investors are advised to park only that portion of their investible 
surplus, which can be put aside for a longer time frame.


Investors in FMPs have the option of prematurely exiting their investments; however, the 
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same would attract an exit load as specified by the fund house


Investors would do well to understand that both CPOSs and FMPs cater to the needs of different 
types of investors. For an investor, who accords greater importance to capital preservation over 
capital appreciation, CPOSs is the place to be. On the other hand, investors who are looking at 
clocking a "somewhat" assured income, FMPs should be the chosen investment avenue. It is 
essential for investors to be aware of the nuances of both the categories, so that they can make 
more informed investment decisions. 
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