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MUTUAL FUNDS: A RIGHT SOURCE FOR SMALL INVESTORS

G. ASHOK REDDY
RESEARCH SCHOLAR
RAYALASEEMA UNIVERSITY
KURNOOL

DR. S. RAGHUNATHA REDDY
PROFESSOR
DEPARTMENT OF COMMERCE
YOGI VEMANA UNIVERSITY
KADAPA

ABSTRACT
The capital markets become more sophisticated and complex, investors need a financial intermediary who can provide the required knowledge and professional
expertise on taking informed decisions. It has become very difficult for the small investors to invest in securities market directly due to their less investment capacity,
lack of knowledge over investment avenues and high risk involved in the market. In this condition the mutual funds are playing a vital role in helping the small
investors to invest their money in the securities market. The present paper enlightens the importance and benefits of the mutual fund industry for small investors.

KEYWORDS

diversification, automatic reinvestment, transparency, audited records, well regulated.

INTRODUCTION
he Indian capital market has been growing tremendously with the reforms in industrial policy, financial sector, and new economic policies of liberalization,
mderegulation and restructuring. The Indian economy has opened up and many developments have been taking place in the Indian capital market and money
market with the help of financial system and financial institutions or intermediaries. As financial markets become more sophisticated and complex, inves-
tors need a financial intermediary who can provide the required knowledge and professional expertise on taking informed decisions. It has become very difficult
for the small investors to invest in securities market directly due to their less investment capacity, not having knowledge over investment avenues and high risk
involved in the market, hence, mutual fund is a right source for small investors to invest their money in small amounts with less risk.

MEANING OF MUTUAL FUNDS

Mutual funds are the most popular, very simple to understand and they are easy to use. Furthermore, the simplicity of investing in mutual funds is not just an
attractive feature for beginning investors but also the accessibility, versatility and easy-to-understand structure of mutual funds make the powerful investing
vehicles for all kinds of investors. It is an appropriate instrument for a variety of savings and investing objectives.

A mutual fund is an investment vehicle, which pools money from investors with common investment objectives. It then invests the money in multiple assets such
as stocks, bonds, money market instruments, government securities in accordance with the stated objective of the scheme. The investments are made by an ‘Asset
Management Company’ (AMC).

HISTORY OF MUTUAL FUNDS

The concept of Mutual Fund was first introduced in the year 1822 in Belgium. Later it rooted to Great Britain and France. Mutual funds became popular in the U.S
in 1920s and continued to be popular since 1930s mainly open ended funds.

The mutual fund industry was started 1963 with the formation of Unit Trust of India. For many years, it was the sole organisation providing opportunity to investors
to investment in funds. However, the real growth of the industry started in 1992 where formal regulation was formed. Considering this, one may say that Mutual
fund industry in India is less than 25 years old. By the end of 1988, UTI had total assets worth Rs. 6,700 crores. Soon after, eight funds were established by banks,
LIC and GIC between 1987 and 1993. In 1993, private and foreign players entered the industry, marking the third phase. The first entrant was Kothari Pioneer
Mutual fund, which launched in association with a foreign fund.

The Securities and Exchange Board of India (SEBI) formulated the Mutual Fund Regulation in 1996, which, for the first time, established a comprehensive regulatory
framework for the mutual fund industry. Since then, several mutual funds have been set up by the private and joint sectors.

Today, the Indian mutual fund industry has opened up many exciting investment opportunities for investors. As a result, it has started witnessing the phenomenon
of savings now being entrusted to the funds rather than in banks alone. Mutual Funds are now perhaps one of the most sought-after investment options for most
investors. Currently there are around 41 mutual fund organizations in India offering 11288 schemes. There is an impressive growth in the assets under management
of mutual funds. According to Association of Mutual Funds in India (AMFI) the assets under management of mutual fund industry has touched an all time high of
Rs. 18.29 trillion in March 2017. It is expected to cross Rs. 20 trillion by the end of this year. The robust performance of the industry comes on the back of growing
investor’s awareness and increased investments in systematic investment plans.

OBIJECTIVE OF THE STUDY
The objective of the study is to provide information about the importance and benefits of investment in mutual funds by the investors when compared with other
investment avenues.

BENEFITS OF MUTUAL FUNDS

The following are the multitude of benefits offered to the mutual fund investors.

1. BUILT-IN DIVERSIFICATION

The beauty of a mutual fund is that it diversifies the portfolio across a large number of securities so as to mitigate the risk. It can be taken place by spreading the
money over numerous securities. Asset management companies provide investors with more diversification and investing options than they would have by them-
selves. There is no need to worry about the fluctuations of the individual securities in the fund’s portfolio. Thus, by investing in mutual funds, the investor can avail
the benefits of diversification and asset allocation without investing a large amount of money that would be required to create an individual portfolio.

2. PROFESSIONAL MANAGEMENT

The retail investors may not have the know-how to trade in the markets. The funds are managed by fund managers appointed by Asset Management Company
(AMC) who are experienced and skilled professionals and they are responsible for investing the money into various securities and oversight by the Trustees. They
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make research on investment and analyze the performance and prospects of various instruments before selecting a particular investment. The professionals will
have real time access to crucial market information and can trade on the large and the most cost effective scale.

3. WIDE RANGE OF OFFERINGS

A mutual fund company can offer many verities of schemes. According to AMFI there are around 41 companies offering 11288 schemes in India. The schemes
consist of stock funds, bond funds, sector funds, target-date mutual funds, money market mutual funds and balanced funds. The availability of different types of
mutual funds allows the investor to build a diversified portfolio at low cost and without much difficulty. The investors can choose from various kinds of scheme
available to them. The risk-seeker investors can go for more aggressive schemes while risk-averse investors can go for income scheme funds.

4. VERY SMALL AMOUNT OF INVESTMENT

A mutual fund enables an investor to participate in a diversified portfolio with very small amounts. There is no other way to invest with reasonable diversification
with an amount as low as Rs 500. SIP (Systematic Investment Plans) of a lot of mutual funds allow minimum investment with just Rs 500.

5. AUTOMATIC REINVESTMENT OPPORTUNITY

The investors can easily and automatically reinvest their capital gains and dividends into their mutual fund without a sales load or extra fees. This will take ad-
vantage of compounding interest, which essentially means that the interest, dividends, and gains will go to buy more units of mutual funds, rather than the cash
coming out and being deposited into a separate account.

6. TRANSPARENCY

Mutual fund holdings are publicly available, which ensures that investors are getting what they pay for. Investors can also see the underlying securities (stocks,
bonds, cash, or a combination of those) that the mutual fund portfolio holds. All of the information need to know can easily be found on the mutual fund company's
website, through fact sheets, offer documents, annual reports, newspapers and promotional materials help investors gather knowledge about their investments.
7. LIQUIDITY

The investors can get cash from most mutual funds within a few days. The investors can sell their mutual fund units as and when they need money. The sale
proceeds will be available as soon as the day after the sale of mutual fund. Some mutual funds have a “settlement” period of up to three days. This level of liquidity
is much better than some investment assets, such as real estate. The unit holders can sell their open-ended scheme units at their fund house at any time. Even
the close-ended schemes, the unit holder can sell the units on a stock exchange at the prevailing market price. Besides, some close-ended and interval schemes
allow direct repurchase of units at NAV related prices from time to time. Thus investors do not have to worry about finding buyers for their investments.

8. AUDITED RECORDS

A mutual fund company has to maintain performance track records for each mutual fund and audited them for accuracy, which ensures that investors can trust
the mutual fund’s stated returns. The audit involves the examination of fund accounting systems for calculation of net asset values, financial accounting and
reporting system for the AMC, unit-holder administration and servicing systems for customer service, funds flow process, system processes for meeting regulatory
requirements, prudential investment limits and access rights to systems interface. Accordingly, these systems audits will be conducted once in every two years. A
systems audit report and compliance status will be presented before the trustees of the mutual fund. The systems audit report/findings, along with trustee com-
ments, are to be communicated to SEBI. Mutual fund companies also offer a prospectus for each fund, as well as semi-annual or annual reports.

9. CONVENIENCE

An investor can place an order with the broker or can go online to buy mutual fund. The investor can move funds easily from one fund to another, within a mutual
fund family, which allows investor to easily rebalance the portfolio to respond to significant fund management and economic changes.

10. WELL REGULATED

Mutual funds in India are regulated and monitored by the Securities and Exchange Board of India (SEBI). In 1996, SEBI formulated the Mutual Fund Regulation.
Along with SEBI, mutual funds are regulated by RBI, Companies Act, Stock exchange, Indian Trust Act and Ministry of Finance. The SEBI strives to protect the
interests of mutual fund investors. RBI acts as a regulator of Sponsors of bank-sponsored mutual funds, especially in case of funds offering guaranteed returns.
Mutual funds provide up to date information to the investors about their investments in addition to other disclosures like specific investments made by the scheme
and the proportion of investment in each asset classes.

11. ECONOMIES OF SCALE

Large number of investors and huge amount of investments will result in minimizing the fund’s transaction costs, commissions and other fees to a considerable
extent. Thus, mutual funds are comparatively less expensive than direct investment in the capital markets.

12. TAX BENEFITS

The investments in Equity Linked Saving Schemes (ELSS) offer tax rebates to investors Under Section 80C of the Indian Income Tax Act 1961. The Capital gains from
the above Mutual Funds are tax-free in the hands of the investor.

CONCLUSION

The mutual fund is the smart investment choice for the investor depending on the investment objective and strategy. Built-in diversification, professional man-
agement, wide range of offerings, automatic reinvestment opportunity, transparency, well regulated, economies of scale are some of the clear reasons for invest-
ment in mutual funds.
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