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Abstract – A mutual fund is a scheme in which several people invest their money for a common financial goal. The collected money invests in the capital market, debt and the money market, which they earned, is divided based on the number of units which they hold. 

The topic of this project is “Increasing the value of mutual funds in India”. The mutual fund industry in India has seen dramatic improvements in quantity as well as quality of product and service offerings in recent years. Along with this project also touches on the aspect of Systematic Investment Plan and Steps of how to invest in Mutual Fund. 

An effort has been made to work on the concepts that have been taught in class along with other useful parameters so that better study can be done.
I. Mutual Funds 
             The mutual fund industry in India started in 1963 with the formation of Unit Trust of India, at the initiative of the Government of India and Reserve Bank of India. The history of mutual funds in India can be broadly divided into four distinct phases. 

First Phase – 1964-87 
            Unit Trust of India (UTI) was established on 1963 by an Act of Parliament. It was set up by the Reserve Bank of India and functioned under the Regulatory and administrative control of the Reserve Bank of India. In 1978 UTI was de-linked from the RBI and the Industrial Development Bank of India (IDBI) took over the regulatory and administrative control in place of RBI. The first scheme launched by UTI was Unit Scheme 1964. At the end of 1988 UTI had Rs.6, 700 Crores of assets under management. 

Second Phase – 1987-1993 (Entry of Public Sector Funds) 
             1987 marked the entry of non- UTI, public sector mutual funds set up by public sector banks and Life Insurance Corporation of India (LIC) and General Insurance Corporation of India (GIC). SBI Mutual Fund was the first non- UTI Mutual Fund established in June 1987 followed by Canbank Mutual Fund (Dec 87), Punjab National Bank Mutual Fund (Aug 89), Indian Bank Mutual Fund (Nov 89), Bank of India (Jun 90), Bank of Baroda Mutual Fund (Oct 92). LIC established its mutual fund in June 1989 while GIC had set up its mutual fund in December 1990.

At the end of 1993, the mutual fund industry had assets under management of Rs.47, 004 Crores. 

Third Phase – 1993-2003 (Entry of Private Sector Funds) 
            With the entry of private sector funds in 1993, a new era started in the Indian mutual fund industry, giving the Indian investors a wider choice of fund families. Also, 1993 was the year in which the first Mutual Fund Regulations came into being, under which all mutual funds, except UTI were to be registered and governed. The erstwhile Kothari Pioneer (now merged with Franklin Templeton) was the first private sector mutual fund registered in July 1993. 

            The 1993 SEBI (Mutual Fund) Regulations were substituted by a more comprehensive and revised Mutual Fund Regulations in 1996. The industry now functions under the SEBI (Mutual Fund) Regulations 1996. 

             The number of mutual fund houses went on increasing, with many foreign mutual funds setting up funds in India and also the industry has witnessed several mergers and acquisitions. As at the end of January 2003, there were 33 mutual funds with total assets of Rs. 1, 21,805 Crores. The Unit Trust of India with Rs.44, 541 Crores of assets under management was way ahead of other mutual funds 

Fourth Phase – since February 2003 
             In February 2003, following the repeal of the Unit Trust of India Act 1963 UTI was bifurcated into two separate entities. One is the Specified Undertaking of the Unit Trust of India with assets under management of Rs.29, 835 crores as at the end of January 2003, representing broadly, the assets of US 64 scheme, assured return and certain other schemes. The Specified Undertaking of Unit Trust of India, functioning under an administrator and under the rules framed by Government of India and does not come under the purview of the Mutual Fund Regulations. 

The second is the UTI Mutual Fund Ltd, sponsored by SBI, PNB, BOB and LIC. It is registered with SEBI and functions under the Mutual Fund Regulations. With the bifurcation of the erstwhile UTI which had in March 2000 more than Rs.76,000 Crores of assets under management and with the setting up of a UTI Mutual Fund, conforming to the SEBI Mutual Fund.

II. How to invest in mutual funds? 
Step One - Identify your investment needs. 

             Your financial goals will vary, based on your age, lifestyle, financial independence, family commitments, level of income and expenses among many other factors. Therefore, the first step is to assess your needs. Begin by asking yourself these questions: 
1. What are my investment objectives and needs? 

Probable Answers: I need regular income or need to buy a home or finance a wedding or educate my children or a combination of all these needs
. 

2. How much risk am I willing to take? 

Probable Answers: I can only take a minimum amount of risk or I am willing to accept the fact that my investment value may fluctuate or that there may be a short term loss in order to achieve a long term potential gain. 
3. What are my cash flow requirements? 

Probable Answers: I need a regular cash flow or I need a lump sum amount to meet a specific need after a certain period or I don‟t require a current cash flow but I want to build my assets for the future. 

By going through such an exercise, you will know what you want out of your investment and can set the foundation for a sound Mutual Fund Investment strategy. 

Step Two - Choose the right Mutual Fund. 
         Once you have a clear strategy in mind, you now have to choose which Mutual Fund and scheme you want to invest in. The offer document of the scheme tells you its objectives and provides supplementary details like the track record of other schemes managed by the same Fund Manager. Some factors to evaluate before choosing a particular Mutual Fund are: 

· The track record of performance over the last few years in relation to the appropriate yardstick and similar funds in the same category. 

         How well the Mutual Fund is organized to provide efficient, prompt and personalized service. 

· Degree of transparency as reflected in frequency and quality of their communications. 

Step Three - Select the ideal mix of Schemes. 
           Investing in just one Mutual Fund scheme may not meet all your investment needs. You may consider investing in a combination of schemes to achieve your specific goals. 

           The following charts could prove useful in selecting a combination of schemes that satisfy your needs.

Step Four - Invest regularly 
            For most of us, the approach that works best is to invest a fixed amount at specific intervals, say every month. By investing a fixed sum each month, you get fewer units when the price is high and more units when the price is low, thus bringing down your average cost per unit. This is called rupee cost averaging and is a disciplined investment strategy followed by investors all over the world. With many open-ended schemes offering systematic investment plans, this regular investing habit is made easy for you. 

Step Five - Keep your taxes in mind 
             As per the current tax laws, Dividend/Income Distribution made by mutual funds is exempt from Income Tax in the hands of investor. However, in case of debt schemes Dividend/Income Distribution is subject to Dividend Distribution Tax. Further, there are other benefits available for investment in Mutual Funds under the provisions of the prevailing tax laws. You may therefore consult your tax advisor or Chartered Accountant for specific advice to achieve maximum tax efficiency by investing in mutual funds. 

Step Six - Start early 
            It is desirable to start investing early and stick to a regular investment plan. If you start now, you will make more than if you wait and invest later. The power of compounding lets you earn income on income and your money multiplies at a compounded rate of return. 

Step Seven - The final step 
All you need to do now is to get in touch with a Mutual Fund or your advisor and start investing. Reap the rewards in the years to come. Mutual Funds are suitable for every kind of investor whether starting a career or retiring, conservative or risk taking, growth oriented or income seeking.

III. Systematic Investment Planning (SIP) 
                SIP is similar to a Recurring Deposit. Every month on a specified date an amount you choose is invested in a mutual fund scheme of your choice. The dates currently available for SIPs are the 5th, 10th, 15th, 20th and the 25th of a month. There are many benefits of investing through SIP. 

Advantages of SIP 
•Encourages Regular and Disciplined Investments 

•A Convenient way to invest regularly 

•Long term perspective 

•Rupee Cost Averaging Benefit to counter volatility 

•Compounding Benefits 

•Simple & Convenient 

•A larger target segment due to lower initial investment 

SIP – Easy Pay Facility 
•Opt for the SIP EASY PAY Auto debit Facility 

•Choose the Amount (minimum Rs 500/- p.m.) 

•Choose one Day of the month (5th / 10th /15th / 20th / 25th/ 30th ) 

•Make First Investment by Cheque drawn in favor of the scheme. E.g. SBIMF -Magnum Tax Gain Scheme 

And Relax…….. Every month the said amount will be debited from your bank account and units will allocated to you. 

IV. Conclusion

Indian mutual fund industry has completed 48 years till 2012. In spite of such a long experience and huge establishment, most of the mutual fund schemes have been performing inefficiently. Mutual fund companies, AMFI and governing bodies as SEBI should take corrective measures for this. For achieving the efficiency level, all the inefficient schemes might follow their respective peer efficient schemes in the proportion of their target values or virtual inputs. Load fee and expense ratio have been found as the major cause of inefficiency in mutual fund schemes and hence mutual fund companies might focus on reducing these.

Most of the mutual fund companies are not getting benefited in performance efficiency from their experience. Therefore, older mutual fund schemes must be either wind up or a thorough review of strategy is needed i.e., these must be restructured. Also, large mutual fund schemes with high assets are not performing efficiently. Therefore, mutual fund companies should either improve their management or must occupy limited funds.

Investors consider the Indian mutual fund industry as a non performing one. During April, 2006 to March, 2012, more than half of the mutual fund schemes have risk adjusted performance (Sharpe ratio) below than the industry average risk adjusted return. Therefore, companies should take corrective measures to improve their performance. Also policy makers and governing bodies might abolish the schemes giving poor performance since a long period.

Investors consider mutual funds as risky as shares. Its liquidity is perceived as high but tax benefits and procedural understanding are low for this investment avenue. Therefore, there is need to educate investors about the advantages of mutual fund schemes. The AMFI with the help of SEBI should arrange more and more awareness programmes to promote proper understanding of the concept and working of mutual funds. To conclude the researcher can say that Investors judge mutual fund schemes for investment on the basis of their structure, size, performance, status and professional expertise. Therefore, mutual fund companies should emphasise strong points of their schemes regarding these characteristics. Further, investors expect strong grievance mechanism, regulations and expert advice from mutual fund companies. Most of the investors have been investing in growth, income and balanced mutual fund schemes. They must be made aware about the benefits of other type of schemes also as ELSS, index, fund of funds, international funds, and lifestyle funds and so on.
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