Unit 1 — Mutual Fund Organization and Management

Meaning —

A mutual fund is a type of investment vehicle that pools money from multiple investors to
invest in a diversified portfolio of securities such as stocks, bonds, money market
instruments, and other assets.

1. Key Members of Mutual Funds

Mutual funds are managed and operated by a team of key members who ensure the fund's
objectives are met while adhering to regulatory requirements. Here are the key members and
their roles in a mutual fund:

1. Sponsor

« Role: The sponsor is the entity or group that initiates the mutual fund and provides the
initial capital.
e Responsibilities:
o Establishes the mutual fund.
o Sets up the Asset Management Company (AMC) and the trust.
o Ensures the mutual fund adheres to regulatory requirements.

2. Trustees

o Role: Trustees hold the assets of the mutual fund in trust for the benefit of the
unitholders.
e Responsibilities:
o Oversee the functioning of the AMC.
o Ensure that the AMC operates in the interest of the unitholders.
o Comply with SEBI regulations and guidelines.

3. Asset Management Company (AMC)

e Role: The AMC manages the investments of the mutual fund.
e Responsibilities:
o Manage the day-to-day operations and investment portfolio.
o Conduct research and analysis to make informed investment decisions.
o Ensure compliance with regulatory requirements.
o Report to the trustees and provide information to investors.

4. Board of Directors (of the AMC)

e Role: The board governs the AMC and ensures it operates in the best interest of the
investors.
¢ Responsibilities:
o Strategic oversight and governance of the AMC.
o Ensure adherence to regulatory requirements.
o At least 50% of the board must be independent directors to maintain
objectivity.



5. Fund Manager

e Role: The fund manager is responsible for making investment decisions for the
mutual fund.
e Responsibilities:
o Develop and implement the fund’s investment strategy.
o Select and manage the fund's investments.
o Monitor market conditions and adjust the portfolio as necessary.
o Communicate with investors regarding fund performance.

6. Custodian

e Role: The custodian holds and safeguards the securities and assets of the mutual fund.
o Responsibilities:

o Safekeeping of the fund’s assets.

o Settlement of trades.

o Maintaining records of the fund’s holdings.

o Ensuring compliance with regulatory requirements.

7. Registrar and Transfer Agent (RTA)

e Role: The RTA handles the administrative aspects of the mutual fund.
o Responsibilities:

o Maintain records of investor transactions.

o Process applications, redemptions, and transfers.

o Provide customer service to investors.

o Generate and send account statements to investors.

8. Distributor

« Role: Distributors are intermediaries who sell mutual fund units to investors.
o Responsibilities:

o Market and distribute the mutual fund’s schemes.

o Provide investors with information about the fund.

o Facilitate the buying and selling of mutual fund units.

9. Auditor

e Role: The auditor ensures the financial statements of the mutual fund are accurate and
compliant with regulations.
« Responsibilities:
o Conduct regular audits of the mutual fund’s financial statements.
o Ensure compliance with accounting standards and regulatory requirements.
o Report findings to the trustees and regulators.

10. Compliance Officer

e Role: The compliance officer ensures that the mutual fund adheres to all regulatory
requirements.



e Responsibilities:
o Monitor compliance with SEBI regulations and internal policies.
o Report compliance issues to the AMC’s board and trustees.
o Implement procedures to prevent violations of regulations.

2. Role of AMCs

Asset Management Companies (AMCs) play a crucial role in the mutual fund industry. Their
responsibilities span various aspects of fund management, administration, and investor
relations. Key roles and functions of AMCs in mutual funds:

1.

Fund Management

Investment Decisions: Fund managers make investment choices based on the fund’s
objectives.

Asset Allocation: Determines how to distribute assets across various securities.

Fund Administration

Operational Management: Handles daily operations, transactions, and record-keeping.
Valuation: Calculates the Net Asset Value (NAV) of the fund.

Regulatory Compliance

Adherence: Ensures compliance with SEBI regulations and maintains transparency.
Reporting: Provides required reports and disclosures to regulators and investors.
Investor Relations

Customer Service: Manages queries, processes transactions, and provides information.
Marketing: Promotes fund schemes and works with distributors and advisors.

Risk Management

Assessment: Manages and mitigates investment risks.

Compliance Checks: Ensures the fund adheres to its investment mandate and regulations.
Fund Performance Monitoring

Evaluation: Monitors and assesses fund performance against benchmarks.

Strategy Adjustment: Adapts strategies based on performance and market conditions.
Record Keeping and Reporting

Documentation: Maintains detailed transaction and valuation records.

Financial Reporting: Prepares and shares financial statements and reports.

Fund Launch and Development



NFOs (New Fund Offers): Designs and launches new fund schemes.

Product Innovation: Develops new investment products.

3. Types of Mutual Fund Schemes

In India, mutual fund schemes are categorized based on various criteria such as investment
objectives, asset allocation, and structure. Here’s a breakdown of the main types of mutual
fund schemes available:

1. Equity Funds

Large-Cap Funds: Invest primarily in large-cap stocks (companies with a large market
capitalization). These funds tend to be less volatile.

Mid-Cap Funds: Focus on mid-sized companies. They offer higher growth potential
but come with increased risk.

Small-Cap Funds: Invest in smaller companies with high growth potential but higher
risk and volatility.

Multi-Cap Funds: Invest across large-cap, mid-cap, and small-cap stocks for
diversification.

Sectoral/Thematic Funds: Focus on specific sectors (like technology or healthcare) or
themes (like infrastructure).

Dividend Yield Funds: Invest in companies with a high dividend yield, focusing on
income generation.

2. Debt Funds

Short-Term Debt Funds: Invest in short-term fixed-income securities. Suitable for
short-term investment goals.

Long-Term Debt Funds: Invest in long-term fixed-income securities, providing stable
returns over a longer period.

Liquid Funds: Invest in very short-term instruments like Treasury Bills and
commercial papers, suitable for parking cash temporarily.

Gilt Funds: Invest primarily in government securities. These are considered low-risk.

Corporate Bond Funds: Invest in corporate bonds and fixed-income instruments
issued by companies.

Dynamic Bond Funds: Actively manage the portfolio based on interest rate
movements.

3. Hybrid Funds

Balanced Funds: Invest in a mix of equity and debt, aiming for a balance between risk
and return.



o Aggressive Hybrid Funds: Invest a higher proportion in equities compared to debt.

e Conservative Hybrid Funds: Invest a higher proportion in debt compared to equities.

o Target Date Funds: Adjust asset allocation based on a target date (e.g., retirement).
4. Index Funds

e Index Funds: Track a specific index like the Nifty 50 or Sensex, aiming to replicate
the performance of the index. They usually have lower expense ratios compared to
actively managed funds.

5. Exchange-Traded Funds (ETFs)

o ETFs: Trade on stock exchanges like individual stocks. They can track indices,
commodities, or specific sectors and offer liquidity and transparency.

6. International Funds

o International Funds: Invest in foreign markets and global equities. These funds
provide diversification beyond domestic markets.

7. Liquid and Money Market Funds

e Liquid Funds: Focus on very short-term, high-quality instruments and are used for
temporary cash parking.

e Money Market Funds: Invest in short-term, high-quality debt instruments like
Treasury Bills and commercial papers.

4. Objectives of AMFI

AMFI: Acts as an industry body focused on representation, promotion, standardization,
training, data dissemination, and grievance redressal within the mutual fund industry.

1. Industry Representation:
o Role: AMFI represents the mutual fund industry in India, voicing concerns
and suggestions to regulators, policymakers, and other stakeholders.
o Objective: Ensures that the collective interests of the mutual fund industry are
considered in policy-making and regulatory frameworks.
2. Promotion and Development:
o Role: Promotes the mutual fund industry by increasing awareness and
educating investors about mutual funds.
o Initiatives: Conducts investor awareness campaigns such as “Mutual Funds
Sahi Hai” to promote the benefits of mutual funds.
3. Standardization and Best Practices:
o Role: Develops and promotes best practices and ethical standards within the
mutual fund industry.
o Guidelines: Issues guidelines and codes of conduct for mutual fund
companies and distributors to ensure uniformity and professionalism.
4. Training and Certification:



6.

o Role: Provides training and certification for mutual fund distributors and
advisors.
o Certification: AMFI conducts the AMFI Mutual Fund Certification
Examination (AMFI Exam) to certify mutual fund advisors and distributors.
Data and Research:
o Role: Collects, compiles, and disseminates industry data and research.
o Reports: Publishes regular reports and statistics on mutual fund performance,
trends, and other relevant metrics.
Grievance Redressal:
o Role: Assists in resolving disputes and grievances between investors and
mutual fund companies.
o Support: Provides a platform for investors to lodge complaints and seek
redressal.

Advantages of Mutual Funds

Diversification: Mutual funds invest in a wide range of securities across various
sectors and asset classes, reducing the risk of a single investment's poor performance
affecting the entire portfolio.

Professional Management: Managed by experienced fund managers who make
informed investment decisions, mutual funds provide investors with access to expert
management that they may not possess individually.

Liquidity: Mutual funds offer high liquidity, allowing investors to buy and sell their
units at the current Net Asset Value (NAV) on any business day.

Affordability: Investors can start with relatively small amounts, making mutual funds
accessible to individuals who might not have substantial capital.

Variety of Investment Options: There are numerous types of mutual funds available,
including equity funds, bond funds, money market funds, and hybrid funds, catering
to different risk appetites and investment goals.

Transparency: Mutual funds are regulated by entities like SEBI in India, requiring
them to provide regular updates, disclosures, and reports on their performance and
holdings, ensuring transparency.

Convenience: Mutual funds simplify the investment process by handling the research,
buying, and selling of securities, which can be particularly beneficial for novice
investors.

Systematic Transfer Plan (STP)

A Systematic Transfer Plan (STP) is an investment strategy in mutual funds that allows an
investor to transfer a fixed amount or a fixed number of units from one mutual fund scheme
to another within the same fund house at regular intervals. This strategy can help investors
manage risk, balance their portfolios, and optimize returns over time. Here’s a detailed
explanation of STP:

Key Features of STP

1.

Regular Transfers:

o Investors can set up transfers at regular intervals, such as weekly, monthly, or
quarterly.



o This systematic approach helps in averaging out the cost of investments,
similar to SIP (Systematic Investment Plan).

2. Customizable Amounts:

o The investor can specify the exact amount or number of units to be transferred
each time.

o This provides flexibility in managing cash flows and investment amounts.
3. Risk Management:

o STPs are often used to gradually move investments from a low-risk fund (like
a debt fund) to a higher-risk fund (like an equity fund), or vice versa.

o This gradual approach helps in mitigating the impact of market volatility.
4. Portfolio Rebalancing:

o Investors can use STPs to maintain their desired asset allocation by regularly
transferring funds to balance their portfolios.

o This helps in aligning the portfolio with changing market conditions and
personal financial goals.

Types of STP
1. Fixed STP:
o A fixed amount or number of units is transferred at each interval.
o This method provides a steady and predictable transfer pattern.
2. Capital Appreciation STP:

o Only the capital appreciation (gains) from the source scheme is transferred to
the target scheme.

o This helps in preserving the principal amount while investing the gains.
Benefits of STP
1. Market Timing:

o By systematically transferring funds, investors can avoid trying to time the
market and reduce the impact of market fluctuations.

o This can lead to more stable investment returns over time.
2. Disciplined Investing:

o STPs promote a disciplined investment approach by automating the transfer
process and reducing emotional decision-making.

o Regular transfers ensure consistent investment behaviour.

3. Flexibility:



o Investors can adjust the transfer amount, frequency, and even stop the STP if
needed.

o This adaptability makes STPs a versatile tool for various investment strategies.
4. Goal Alignment:

o STPs can be aligned with specific financial goals, such as gradually increasing
equity exposure for long-term growth or reducing risk as one approaches
retirement.

7. Systematic Investment Plan (SIP)

A Systematic Investment Plan (SIP) is a disciplined investment approach in which an investor
commits to investing a fixed amount of money at regular intervals (such as monthly or
quarterly) into a specific mutual fund. SIPs are popular in mutual funds, particularly in equity

mutual funds, due to their ability to average out market volatility and promote regular saving
habits.

Key Features of SIP
1. Regular Investments:

o Investors contribute a predetermined fixed amount at regular intervals,
regardless of market conditions.

o This can be as low as INR 500 per month in many mutual funds.
2. Rupee Cost Averaging:
o SIPs help in averaging the purchase cost of mutual fund units over time.

o When markets are down, the fixed investment buys more units; when markets
are up, it buys fewer units. This reduces the impact of market volatility on the
investment.

3. Disciplined Saving:

o Encourages a habit of regular saving and investing, which can be beneficial
for long-term wealth creation.

o Automatic deductions from the investor’s bank account ensure consistent
investing.

4. Flexibility:
o SIPs offer flexibility in terms of investment amount and duration.

o Investors can start, stop, increase, or decrease their SIP amounts as per their
financial situation.

5. Compounding Benefits:

o Regular investments over a long period can compound, leading to significant
wealth accumulation.



o The returns generated from the investments are reinvested, resulting in
compound growth.

Advantages of SIP
1. Convenience:
o Easy to set up and manage through mutual fund houses or online platforms.
o Automated deductions make it hassle-free.
2. No Need to Time the Market:
o Investors do not need to worry about timing the market highs and lows.

o The regular investment approach ensures that investors participate in the
market across different cycles.

3. Affordability:

o Small regular investments are more manageable for most investors compared
to a large lump-sum investment.

o Suitable for investors with a steady but limited income.
4. Diversification:

o By investing in mutual funds, SIPs provide exposure to a diversified portfolio
of stocks, reducing the risk associated with investing in individual stocks.

5. Goal-Based Investing:

o SIPs can be aligned with specific financial goals such as retirement, buying a
house, or children's education.

o Investors can choose the tenure and amount based on their financial
objectives.

8. Systematic Withdrawal Plan (SWP)

A Systematic Withdrawal Plan (SWP) is an investment strategy that allows investors to
withdraw a fixed amount of money from a mutual fund scheme at regular intervals. This
can be particularly useful for generating a steady income stream, especially for retirees or
individuals seeking regular cash flow from their investments. Here’s an in-depth look at
SWPs:

Key Features of SWP
1. Regular Withdrawals:

o Investors can schedule withdrawals at regular intervals (e.g., monthly,
quarterly, annually).

o This provides a predictable income stream.

2. Customizable Amounts:



o The withdrawal amount can be fixed according to the investor’s needs.
o It can be a set amount of money or a specified number of units.
3. Flexibility:

o Investors have the flexibility to modify or stop the SWP as per their
requirements.

o The frequency and amount of withdrawals can be adjusted.
4. Source of Income:

o SWPs can act as a reliable source of income, making them suitable for retirees
or those looking for regular cash flow.

Types of SWP

1. Fixed SWP:
o A fixed amount is withdrawn at regular intervals, providing a steady income.
o For example, withdrawing INR 10,000 from a mutual fund every month.

2. Appreciation SWP:

o Only the capital appreciation (gains) is withdrawn, leaving the principal
amount intact.

o This method helps in preserving the capital while using the gains for income.
Benefits of SWP
1. Regular Income:

o SWPs provide a steady and predictable stream of income, which can be very
beneficial for individuals who need regular cash flows, such as retirees.

2. Capital Preservation:

o By withdrawing only the gains (in the case of appreciation SWP), the principal
amount remains invested, potentially continuing to grow over time.

3. Flexibility and Control:

o Investors have control over the withdrawal amount and frequency, which can
be adjusted based on changing financial needs and goals.

4. Systematic Disbursement:

o SWPs provide a disciplined approach to withdrawing funds, reducing the
temptation to withdraw large sums impulsively.

Drawbacks of SWP
1. Market Risk:
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o Ifthe market performs poorly, the value of the mutual fund may decrease,
affecting the amount available for withdrawal.

2. Principal Erosion:

o Ifthe withdrawal rate is too high relative to the fund's performance, the
principal amount may get eroded over time.

3. Tax Implications:

o Depending on the type of mutual fund and holding period, withdrawals may
trigger capital gains tax.
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