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HOW TO INVEST IN

MUTUAL FUND PLANS

Mutual fund investments were an unfamiliar
form of investment to a large number of Indian
investors just a couple of decades ago. But the
situation today is quite different. With a steady
rise in mutual fund investors in India year after
year, mutual funds, today, are viewed as a
simple and easy way to invest that could help
build wealth.

So, if you are wondering where to begin with
mutual funds, here’s everything you need to
know.

What is a mutual fund

A mutual fund is an investment product that
pools money from a group of investors to
purchase different securities. However, most
people regard a mutual fund as an investment
avenue. In reality, you can invest in various
financial securities like stocks, bonds, gold and
money market instruments through an
investment vehicle.

How do mutual funds work?

A mutual fund is essentially a trust that collects
money from several like-minded investors.
Asset Management Companies (AMCs) manage
and operate many mutual fund schemes. Each
scheme has a specific investment objective
catering to distinct investment needs.

Based on the fund’s objective, the money
collected from investors is placed in various
avenues such as stocks, gold, bonds and other
securities. A finance professional known as a fund
manager whose goal is to earn optimum returns
on the fund’s investments oversees each fund.
The income generated by the fund is divided
and distributed among the investors
proportionately.

Benefits of investing in mutual funds

1) Professional expertise

When you invest in a mutual fund, a professional
fund manager handles your investments. A
team of researchers who track the market on a
real-time basis supports every fund manager.
Based on their inputs, fund managers make
necessary changes to your mutual fund portfolio
to maximize returns. This option can become a
suitable option for salaried people (and business
owners) who do not have the time to track
markets or make timely investments.

2) Convenience

Investing in mutual funds can be a hassle-free
and straightforward exercise. The entire process
is paperless, and you can complete it from the
comfort of your home. And once you begin your
investment journey, you can follow your holdings
and make necessary adjustments, if needed,
through your computer or smartphone.

3) Begin with small investments

Many people assume you can only invest in
mutual funds if you have a large sum of money.
In reality, you can begin investing with just Rs.
500 per month. A Systematic Investment Plan
(SIP) can help you invest small amounts
regularly. And if your income rises over time, you
can also increase your SIP allocation. This way,
you not only lower your investment costs but also
benefit from the power of compounding.

4) Diversification

Diversifying your portfolio is vital if you are
looking to minimize your exposure to risk and
loss. An adequately diversified portfolio can
weather the poor performance of a single stock
or sector, thus cushioning your total investments.
Mutual funds are designed in a way to provide
adequate diversification.

For instance, a mutual fund that tracks the S&P
BSE 100 index could open your investment to as
many as 100 securities in a single fund. This can
be a simple and cost-effective way of
diversifying your portfolio.

5) Tax benefits

Section 80C of the Income Tax Act provides tax
deductions on investments made in specific
financial instruments. This includes mutual funds
too.

Currently, you can claim a tax benefit of up to
Rs. 1.5 lakh per year in Equity Linked Saving
Scheme (ELSS) that offer one of the shortest
lock-in period.

Source: - www.franklintempletonindia.com
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