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TYPE OF MUTUAL FUNDS 
 
Mutual Funds can be classified into two basic categories: 
 
Open-End Funds : 
 

This type of fund can sell an unlimited amount of shares to the investors, using the proceeds 
to increase its investments and consequently the size of the fund. Likewise, the investors can 
also sell their shares back to the Investment Company at any time, and redeem their funds at 
the Net Asset Value (value of all assets held by the fund divided by the total number of 
shares outstanding) of the fund at a particular time. 

 
Close-End  Funds : 
 

The number of shares that the fund can sell to the investors is restricted by the number of 
shares sold in the initial public offering of the mutual fund. The shares of a close-end mutual 
fund are traded like any other equity security in the open market, i.e. the price of the share 
is determined by demand and supply. Furthermore, the shares are listed on the stock 
exchange. Consequently, unlike the open-end fund, the redeemable value of these shares is 
not the NAV of the fund, but the price of the share as quoted on the exchange. Hence, it is 
not unusual to find close-end funds trading at a considerable premium or discount to their 
NAV. 

 
However, Close-End Funds can have a predetermined life, after which it is redeemed, on 
disposal of assets, which is equitably distributed among the unit holders.  

 
 
INCOME & GROWTH: WAYS TO GO 
 

A mutual fund investment has the potential to earn in two basic ways. The first is income: a 
mutual fund passes along dividends and interest it receives from the securities it owns. One can 
choose to have these distributions, as they are called, withdrawn or reinvested and used to buy 
more shares of the fund.  

 
The second way to earn is growth, also known as capital appreciation: as the value of the 
securities in a portfolio increases, a fund’s share price increases, meaning that the value of the 
investment rises. If the investor sell shares at a higher price than s/he paid for them, a profit 
or capital gain is made and vice versa. 

 
It is important to know in advance how much change in share price one can tolerate, so that 
s/he can choose a mutual fund that suits the individual comfort level. Some mutual funds are 
designed for little or no fluctuation in share price, while others are comparatively volatile.  
 

VALUE & OWNERSHIP OF MUTUAL FUNDS 
 

Mutual fund ownership comes in the form of shares. As a shareholder, one can own a certain 
number of fund shares, depending on how much money s/he has invested in the fund. The 
investors will receive their portion of the gains or losses the fund experiences over time. 

 
Every mutual fund has a share price: the value of one share in the fund. With most funds the 
value is calculated daily, because the value of a fund’s securities changes every day in response 
to the movements of the price of the assets, i.e. the stock, bond and money markets. The per 
share value is calculated by dividing the value of the securities in the fund by the number of 
shares in the fund. 

 
CRITICAL FACTORS FOR MUTUAL FUNDS 
 

As with any other financial institution, the reputation of the sponsors, along with the managing 
institution of the mutual fund i.e. the Asset Management Company, is the key factor in inspiring 
investor confidence to entrust their savings to the Investment Company.  

 
A mutual fund will fail to succeed if it does not have the support of strong technical and 
fundamental research material. A professional research staff is necessary for quality stock 
picking to be able to pick out the gems from the array of stocks. Also the importance of sales 
and settlement cannot be over-emphasized as timely execution along with timely entry and exit 
points into the market would make all the difference in a fund’s performance. 
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