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OBJECTIVES

» To find which investment option proves to be better.
> To scan the investors behavior in area of Ulhasnagar

» To determine which investment options are mostly preferred by

INVestors.

» To identifving the factors which influence the investor’s behavior

while taking investment decisions.

» To compare the ULIP and Mutual fund investment on 7
parameters. (liquidity. flexibility, returns, risk factor, cost to be

incurred. taxability of income and ease of choice)

~ To study the preferences of the investors between mutual funds and

ULIPs.



EXECUTIVE SUMMARY

e Chapter No.1: Introduction

In this chapter Selection and relevance of the problem, historical
background of the problem, brief profile of the study area, definition/s of
related aspects, characteristics, different concepts pertaining to the
problem etc. can be incorporated by the learner.

e Chapter No.2: Research Methodology
This chapter will include Objectives, Hypothesis, Scope of the study.
limitations of the study, significance of the study, Selection of the
problem, Sample size, Data collection, Tabulation of data, Techniques
and tools to be used, etc. can be incorporated by the learner.

e Chapter No.3: Literature Review
This chapter will provide information about studies done on the
Respective issue. This would specify how the study undertaken is
Relevant and contribute for value addition in information/knowledge/
application of study area which ultimately helps the learner to
Undertake further study on same issue.

o Chapter No.4: Data Analysis, Interpretation and Presentation
This chapter is the core part of the study. The analysis pertaining to
collected data will be done by the learner. The application of selected
tools or techniques will be used to arrive at findings. In this, table of

information’s, presentation of graphs etc. can be provided with

terpretation by the learner.
e Chapter No.5: Conclusions and Suggestions
In this chapter of project work, findings of work will be covered and

sugeestion will be enlisted to validate the objectives and hypotheses.

oo



COMPARATIVE STUDY OF
INVESTMENT IN MUTUAL FUNDS
V/S ULIPS WITH REFERENCE TO

ULHASNAGAR CITY




SRNO

INDEX

CONTENTS
Ahsteact

Chapter 1: Introduction

1.1 Introduction to Mutual Funds

1.2 History of Mutual Funds

1.3 Features of Mutual Funds

1.4 Types of Mutual Funds in India

1.5 Benefits & Limitations of Mutual Funds.
1.6 Introduction to ULIPs

1o History of ULIPs

1.8 Features of ULIPs

1.9 Types of ULIPs in India

.10 Benefits & Limitations of ULIPs

.11 Selection and Relevance of the problem
.12 Brief profile of the study area -
Chapter 2 : Research Méthodhloﬁj -
2.1 Objectives of the study

2.2 Hypothesis of the study

2.3 Scope of the study

2.4 Limitations of the Study

2.5 Significance of the Study

2.6 Sample Size

2.7 Data Collection

2.8 Techniques and tools to be used

Chapter 3: Review of Literature

3.1 About Mutual Funds
3.2 Al)pu( ULIPs

PAGE NO
|

2-29

30- 360

37 - 46

(lhaplef 4 : Data f\rliai;sii;;lnlcrpretali(mmand
Presentation

Chapter 5 : Conclusion and g‘uﬁgéélioh—s

Bibliography

’ Appendix




COMP

ARATIVE STUDY OF INVE<T
| IRY (?l‘ lr\{vr-.s IMENT IN MUTUAL FUNDS V/S ULIPS WITH
EFERENCE TO ULHASNAGAR CITY

B ——

-

Abstract

The wise saving ‘¢ ,
ll1vcst|11:11::'\::::fh((,,:::’_::li(::';i?: W"‘h apples. and not with oranges’ holds true for
products due 1o amparent v .nes Investors tend t().C()mpare different ivestment
I | arities. One such comparison 1s between Mutual Funds
and VLIS | utual fund is a collective investment scheme. Many investors invest
their money in the fund to form pool, which is then invested in stocks, bonds and
nthg asset classes by a fund manager. From time to time, the mutual fund distributes
dividend to 1its investors. However, there are funds where the dividend is reinvested in
the scheme and the investor gets a lump sum at the time of exit. On the other hand.
ULIP stands for Unit Linked Insurance Plan. Its biggest benefit is that it combines the
features of both insurance cover and investment opportunities under a single plan
When the premium is paid, part of the amount goes towards providing the policy
holder insurance cover, and the other part is invested in stocks and bonds so that the
policy holder will get wealth appreciation. As a policy holder, you have the freedom
to choose which asset class the investment should be made in. Policy holders who are
risk averse can choose to have their money invested in bonds, while those who don't
mind sacrificing risk for higher returns can opt to have the money to be invested in
equities. Both ULIPs and mutual funds carry a certain element of risk in them that
arise from investing. While the risk may be lower in case of debt investments, it 1s
higher in case of equity investments. While debt investments face the risk of defaults

and chanpes in interest rates, equity investments face the risk of market volatlity and

the fund manager’s skills.
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L.1 Introduction to Mutual Funds

> many people. Mutual Funds can seem complicated or intmidating We are going

8 B

t and sstmphifyv 1 &

e s o
i VOu at

fo at ms very basic level Essentially. the money pooled in
pie (or mvestors) 1s what makes up a Mutual Fund. This fund

{ fund manager.

It 15 a trust that collects mone ey from 2 number of investors who share a common

t OUCine Ihen. 1t mvests the monev m equities. bonds. money market

nstruments and or other securities. Each mvestor owns umits. which represent a

o ek 4 < C o}
portion of the holdings of th

f the fund The income gains generated from this collective

imestment are distnbutad proportionately amongst the mvestors after deducting

cerain expenses. 0y calculating a scheme’s “Net Asset Value or NAV”.

A mutual fund is 2 professionallv managed investment fund that pools money from

many invesiors to purchase securities These investors mav be retail or mstitutional in

nature

A mutual fund 1s a type of financial vehicle made up of a pool of money collected
from many nvestors 1o imvest in secunues like stocks, bonds, money market
instruments. and other assets. Mutual funds are operated by professional money
managers. who allocate the fund's assets and amtempt to produce capital gains or
income for the fund's imvestors. A mutual fund's portfolio is structured and maintained

to match the investment objectives stated 1n 1ts prospectus.

Mutual funds gne small or individual investors access to professionally managed

ortfolios of equmes. bonds and other secuntes. Each shareholder, therefore,

parucipates propornonally m the gams or losses of the fund. Mutual funds invest in a
d

vast number of secunues. and performance is usually tracked as the change in the

, .
et capor the rund—derved by the aggregating performance of the
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VIVpe of myvestment vehicle consisting of a portfolio of

SMOCks, bonds, o ather secunitios

*  Mutal funds
' Wy onve e :
deoane small or individual investors access to diversified,

Nrotos ¢ 5 o
| LA f .\\l\‘n.\”\ H\\Hl:\\\‘\‘d P\\[”ul“\‘\- ata |0\\. Pl lCL\

«  Mutal tunds are ) i
dsare divaded o several kinds of categories, representing the

k‘l‘\‘l.\ \t‘ SO N AY) I8 ' o
vt secunies they invest i, their investment objectives, and the type of

returms they seek.

- \u . 3 s AR am § N :
utual funds charge annual fees (called expense ratios) and, in some cases.

conussions, which can aftect their overall returns.

e The ove slmine maioritv of : .
he overwhelming majority of money i employer-sponsored retirement plans

£0es mto mutual tunds.

1.2 History of Mutual Funds in India

“he mutual fund dustry in India started in 1963 with the formation of Unit Trust of
India. at the mnanve ot the Government of India and Reserve Bank of India. The

history of mutual tunds n India can be broadly divided into four distinct phases
First Phase - 1964-1987

Umit Trust of India (UTI) was established in 1963 by an Act of Parliament. It was set

‘N

up by the Resenve Bank of India and functioned under the Regulatory and

admunistramny e 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

soulatory and administrative control in place of RBI. The first scheme launched by

g

UT] was Umit 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)

1937 marked the entry of non-UTI. public sector mutual funds set up by public sector
hanks and Life Insurance Corporation of India (LIC) and General Insurance
Qanks al ‘ ™ =

am of India (GIC). SBI Mutual Fund was the first non-UTI Mutual Fund
11O Ul (W ¥ \ s W

( orporat
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eéta‘bhshed m June 1987 followed by Canbank Mutual Fund (Dec 27 Pangab
N““mml Bank Mutual Fund (Aug 89) Indian Bank Mutual Fand (Mov %9) Bank of
?ndm (Jun 90), Bank of Baroda Mutual Fund (Oct 92y 1IC established it mutoal foned
m June 1989 while GIC had sof up its mutual fund in December 1990
At the end of 1993, the muty

al fund mdustry had assets ander management of 19,
47.004 crores.

Third Phase - 1993-2003 (Entry of Private Sector IFundy)

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 farmlies. Also, 1997
was the year in which the first M'utual 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 ot
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.
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UTI al |
Mutual Fund. Sponsored by SBI, PNB, BOB and LIC |t |
r the Mutual Fund Regulations With the

The second is the
registered with SEBI ang functions unde

bifurcation of tl '
— " :
erstwhile UTI whic had in March 2000 more than Rs. 76.000

crores of assets under ‘
der manapement and with the setting up of a UTI Mutual Fund

conforming to the SF -
g ¢ SEBI Mutual Fund Regulations, and with recent mergers taking

place among different private cecqur ¢
B ent private sector funds, the mutual fund industry has entered ite

current phase of consolidation and growth.

The graph indicates the growth of assets over the years

Rsin Crore
~
\, §

Years

Note:
Erstwhile UTI was bifurcated into UTI Mutual Fund and the Specified Undertaking of

the Unit Trust of India effective from February 2003. The Assets under management
of the Specified Undertaking of the Unit Trust of India has therefore been excluded

from the total assets of the industry as a whole from February 2003 onwards.

1.3 Features of Mutual Funds

2 Portfolio Diversification/Risk Diversification

Most Mutual Funds invest in 50 to 100 different investments based on market
ther demographics. *Only on a rare occasion do all

capitalisation, sectors and many 0
ecline at the same time and in the same proportion. Hence, Mutual Funds

stocks d
folio even with a small amount of investment that

offer a diversified investment port
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While investing in f.

" k lnl\thllny, - few shares or debentures directly 1s possible, the risk of potential
(ht\ \le'l I on the mvestor. However, Mutual Funds reduce the nisk of loss as the
portfolio 15 largely diversified and the purchases are backed by research and
experience of the fund house Moreover, the loss is also shared with other investors in
fhc same fund. This diversification of risk is one of the key benefits of a collective
mvestment mstrument like mutual funds.

* Only Sector funds invest across one industry making them less diversified and
therefore more volatile,
< Professional Management

Mutual Fund schemes are managed by qualified experienced professionals who work
towards the fund's defined objective, These financial experts are accompanied by a
specialized investment research team. The experts and their teams diligently and
judiciously study companies, their products and performance. After thorough analysis.
the best investment option most aptly suited to achieve the scheme's objective is
chosen. This continuous process adds value to your investment and helps obtain
higher returns.

While, investors may differ in their investment needs based on their financial goals,

currently, they have over 8000+ schemes to choose from to meet their goals.

Therefore, mutual funds make the best way one can invest in Equities, Debt or

Commodities (mainly Gold)

% Affordability
A mutual fund invests generally buy and sell various asset classes in large volumes

allowing investors to benefit from lower trading costs. Investors can get exposure to

such portfolios with an investment as modest as Rs.500/-* in mutual funds through

a Systematic  Investment  Plan. Such portfolio would otherwise be extremely

expensive to purchase and maintain for an investor investing directly in stock market.

*Subject to requirements of the Asset Management Company (AMC).

< Liquidity
s investors can redeem (encash) all or part of their investments

With open ended fund
any point of time. Mutual Funds are more liquid than

at prevailing net asset value, at
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* Tramsparency
LYhictman' Fomid: 2 show e B £
AENEE T &e mie most transparent form of investment. Investors receive detailed
mformaton and tmelyv apdates ahout t 3
TOONIEOn Zmd omely updates about the nature of investments made, fund manager’s

Solaa

T W sTEegy Sedind the mvestments. the exact amount invested m each type of
ecunts. eic. Moreover the nerfa ; i
W € Moreoser. the performance of a Mutual Fund is reviewed by various

zgencies. making it easy for investors to compare one fund to

% Rupee—cost Averaging

Fupes cost zverzgng or SIP provides the investor a disciplined approach of investing

i Sete D “rfzelz @

oecitic zmontt 2t reculsr mtervals 'egar(ﬂess of the unit prlce of the investment.

‘.)f:. I8 &Il &b ECEIZT

= e money imvested fetches more units when the price is low and lesser

15 high The owing vou to achieve a lower average cost per unit

i S LUK B EEZEl RIIS.

s smoothen out market ups and downs in the long run.

’ < T
sver time. The swrategy help

while reducing the risk of investing m volatile markets.

*» Regulations
%10 Musuzl Funds are required to register with Securities Exchange Board of India
SEBI. Witk investor interest at the helm, SEBI has laid down strict regulations to
szfzzuzrd investors against possible frauds. It is even mandatory for Mutual Fund
distmbutors 1o register with Association of Mutual Funds in India (AMFI) and abide

125 and Exchange Board of India (SEBI) and AMFI for

S o e %13 Yy the \:.,—\ i Ies

v . '\’ . - -
Pl ss5e43 sGia U Lale T L=
Lo Arcsrimastowr

% Choice of Investment
ategory that caters to every one’s needs. You will

Mutual Funde are the aulv product
2lizs find 2 mutuzl fund that matches your time horizon - long, medium, or short;
and vour risk-taking ability medium, high. All this trrelevant of how much you



('Q) ) ‘A TIVE Q1 .
COMPARATIVE STUDY O) INVESTMENT IN MUTUAL FUNDS V/S ULIPS WITH
REFERENCE TO ULHASNAGAR CITY

mvest, be it a very o ‘
avenysmall mvestment or g hape Lumpsum Your adviser will help
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* Minimizing Costs

Mutual Funds he ' - ,
{ S help mvestors o benefit from cconomies of seale as mutual funds pool

money from vy o . 4
vyastnumber people with common mterest and mvest their money in the

relevant asset class classes Thic . '
ant asset class classes This helps the mvestors share the cost of management of
therr money

L4 Types of Mutual Funds in India

1. Based on Asset Class

a. Equity Funds

Primanly investing in stocks, they also go by the name stock funds. They invest the
money amassed from mvestors from diverse backgrounds into shares of different
companies. The returns or losses are determined by how these shares perform (price-
hikes or price-drops) in the stock market. As equity funds come with quick growth,

the risk of losing money 1s comparatively higher.

b. Debt Funds

Debt funds invest in fixed-income securities like bonds, securities and treasury bills —
Fixed Maturity Plans (FMPs), Gilt Fund, Liquid Funds, Short Term Plans, Long Term
Bonds and Monthly Income Plans among others — with fixed interest rate and
maturity date. Go for it, only if you are a passive investor looking for a small but

regular income (interest and capital appreciation) with minimal risks.

¢. Money Market Funds

Just as some investors trade stocks in the stock market, some invest in the money
market. also known as capital market or cash market. The government, banks or
corporations usually run 1t by issuing money market securities like bonds, T-bills,
dated securities and certificates of deposits, among others. The fund manager invests
your money and disburses regular dividends to you m return. [f you opt for a short-

term plan (13 months max), the risk 1s relatively less.



COMPARATIVE o1
IPARATIVE STUDY OF INVESTMENT IN MUTUAL FUNDS V/S ULIP

___ REFERENCE TO ULHASNAGAR CITY

d. Hybrid Funds

Hyvbnd Funds .
nds (Balanced Funds) is an optimum mix of bonds and stocks therehy

brnidging th
Sty € va 7 She B
g gap between equity funds and debt funds The ratio can be vanable o
fixed. In short, ;
| - 1t takes the best of two mutual funds by distributing, say, 60% of assets
in stocks and th : : . /

€ rest in bonds or vice versa. This 15 suitable for investors willing to

take more risk ‘ ¢
' s for “debt plus returns’ benefit rather than sticking to lower but steady
income schemes.

2. Based on Structure

Mutu : : ;

al funds can be categorized based on different attributes (like risk profile, asset
class. etc.). Structural classification — open-ended funds, close-ended funds, and
mterval funds — is broad in nature and the difference depends on how flexible 15 the

purchase and sales of individual mutual fund units.

a. Open-Ended Funds

These funds don’t have any constraints in a period or a number of units — an investor
can trade funds at their convenience and exit when they like at the current NAV (Net
Asset Value). This is why the unit capital continually changes with new entries and
exits. An open-ended fund may also decide to stop taking in new investors if they do

not want to (or cannot manage significant funds).

b. Closed-Ended Funds

Here. the unit capital to invest is fixed beforehand, and hence, they cannot sell a more
than a pre-agreed number of units. Some funds also come with an NFO period;
wherein there is a deadline to buy units. It has a specific maturity tenure, and fund
managers are open to any fund size. however large. SEBI mandates investors to be

oiven either repurchase option or listing on stock exchanges to exit the scheme.

¢. Interval Funds

This has traits of both open-ended and closed-ended funds. Interval funds can be

purchased or exited only at specific intervals (decided by the fund house) and are

closed the rest of the time. No transactions will be permitted for at least 2 years. This

s suitable for those who want to save a lump sum for an immediate goal (3-12

months)
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3. Based on Investment Goals

a. Growth Funds

sl cnneme
wih SeCiors.

Growth funds usually allocate a considerable portion in shares and growin
suitable for investors (mostly Millennials) who have a surplus of 1dle money to be
distributed in riskier plans (albeit with possibly high returns) or are positive about the

scheme.

b. Income Funds
This belongs to the family of debt mutual funds that distribute their money in a mix of

11

bonds. certificate of deposits and securities among others. Helmed by skilled fund
managers who keep the portfolio in tandem with the rate fluctuations without
compromising on the portfolio’s creditworthiness, Income Funds have historically

D

earned ivestors better returns than deposits and are best suited for nisk-averse

mdividuals from a 2-3 vears perspective.

c¢. Liquid Funds
Like Income Funds, this too belongs to the debt fund category as they invest in debt

instruments and money market with a tenure of up to 91 days. The maximum sum

allowed to invest is Rs 10 lakhs. One feature that differentiates Liquid Funds from
other debt funds is how the Net Asset Value 1s calculated — NAV of liquid funds are
calculated for 365 days (including Sundays) while for others. only business days are

calculated.

d. Tax-Saving Funds

ELSS or Equity Linked Saving Scheme is gaining popularity as 1t serves investors the
double benefit of building wealth as well as save on taxes — all in the lowest lock-n
period of only 3 years. Investing predominantly in equity (and related products). 1t has
been known to earn you non-taxed returns from 14-16%. This 1s best-suited for long-

term and salaried mvestors.

e. Aggressive Growth Funds
Slightly on the riskier side when choosing where to mvest in, the Aggressive Growth
Fund is designed to make steep monetary gams. Though suscepuble 10 market

volatility, you may select one as per the beta (the tool to gauge the fund’s movement
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In comparison w 9 ‘ :

1th the markcl). ['X(llnl’lk‘, it the market shows a beta of | an
agaressive o 'th f 1 1
=3 € growth fund will reﬂect a hlght‘l' hL":\. say, 1 10 or above.

f. Capital Protection Funds
If protecting v ne ' 1071
D g Your principal is your prionty, Capital Protection Funds can serve the

urpose while me relativelv < The f
puT] carmng relatively smaller returns (12% at best). The fund managpes

INVests a portion of v ol ) - :

pertion of your money in bonds or CDs and the rest in equities. You will not
Incur any loss eVer. v ‘

Y loss. However. vou need a least 3 years (closed-ended) to safeguard your

money. and the returns are taxable.

g. Fixed Maturity Funds

Investors ¢l

100se as the FY ends to take advantage of triple indexation, therchy
bringing down tax burden. If uncomfortable with the debt market trends and related
nisks. Fixed Maturity Plans (FMP) — investing in bonds, securities, money market ctc.
~ presents a great opportunity. As a close-ended plan, FMP functions on a fixed
maturity period. which could range from 1 month to 5 years (like FDs). The Fund
Manager makes sure to put the money in an investment with the same tenure, to reap

accrual interest at the time of FMP maturity.

h. Pension Funds

Putting away a portion of your income in a chosen Pension Fund to accrue over a long
period to secure you and your family’s financial future after retiring from regular
emplovment — 1t can take care of most contingencies (like a medical emergency or
children’s wedding). Relying solely on savings to get through your golden years is not
recommended as savings (no matter how big) get used up. EPF is an example, but

there are many lucrative schemes offered by banks, insurance firms etc.

4. Based on Risk
a. Very Low-Risk Funds

Liquid Funds and Ultra Short-term Funds (1 month to | year) are not risky at all, and
understandably their returns are low (6% at best). Investors choose this to fulfil their

short-term financial goals and to keep their money safe until then.

Page
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h. Low-Risk Funds

In the event of rupee depreciation or unerpected nationsl < oy BSAS BT
pected nationz

about mvestimg m nskier fund: In such cases fund managers recs

money I'Hh:',l one or a combmnation of ligud ultrz shor dermm of BT 78

Returns could be 6-8%. but the inyvestors are free 10 switch when »aluzatior

more stable

c. Mediume-risk Funds
Here. the nisk factor 15 of medium level a5 the fund manages nvests 2 poriios
and the rest i equity funds. The NAV 15 not that volanle. and the zverzys 1o

could he 9-12%

d. High-risk Funds
Suttable for mvestors with no risk aversion and aiming for huge returns 10 the
mterest and dividends, High-risk Mutual Funds need active fund mznzgermes

o 47 wrgrgn
[0 mzxe

Regular performance reviews are mandatory as they are susceptble =4

volatility. You can expect 15% returns, though most high-risk funds generslly pron e

20% returns (and up 10 30% at best).

5. Specialized Mutual Funds

a. Sector Funds

Investing solely in one specific sector, theme-based mutuzl funds. As these fuo
imvest only in specific sectors with only a few stocks, the risk facior is on the fugne
side. One must be constantly aware of the various sector-related trends, and in czse of
any decline, exit immediately. However, sector funds also deliver great retums. Some

areas of banking, IT and Pharma have witnessed huge and consistent growth in e

recent past and are predicted o be promising in future as well.

b. Index Funds
Suited best for passive investors, index funds put money in an index. A fund manzgzer

does not manage it. An index fund identifies stocks and their corresponding rar
the market index and put the money in similar proportion in similar stocks Even
they cannot outdo the market (which is the reason why they are not popular i Indiz

they play it safe by mimicking the index performance.
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¢. Funds of Funds
A diversified mutual fund mvestment portfolio offers a slew of benelits, and Funds
of Funds™ aka multi-manager mutual funds are made to exploit this to the tl by
is

putting their money in diverse fund categortes. In short, buying, one fund that mves
in many funds rather than mvesting in several achieves diversification as well as saves

0N COSts.

d. Emerging market Funds

To invest in developing markets is considered a steep bet, and it has undergone
negative returns too. India itself a dynamic and cmerging market and investors (o carn
high returns from the domestic stock market, they are prone to fall prey to market
volatilities. However, in a longer-term perspective, it is evident that emerging
economies will contribute to the majority of global growth in the coming decade as

their economic growth rate is way superior to that of the US or the UK.

e. International/ Foreign Funds

Favored by investors looking to spread their investment to other countries, Foreign
Mutual Funds can get investors good returns even when the Indian Stock Markets
perform well. An investor can employ a hybrid approach (say, 60% in domestic
equities and the rest in overseas funds) or a feeder approach (getting local funds to

place them in foreign stocks) or a theme-based allocation (e.g., Gold Mining).

f. Global Funds

Aside from the same lexical meaning, Global Funds are quite different from
International Funds. While a global fund chiefly invests in markets worldwide, it also
includes investment in your home country. The International Funds concentrate solely
on foreign markets. Diverse and universal in approach, Global Funds can be quite
risky to owing to different policies, market and currency variations, though it does

work as a break agamnst inflation and long-term returns have been historically high.

g. Real Estate Funds

In spite of the real estate boom in India, many are wary about investing in such
projects due to multiple risks. Real Estate Fund can be a perfect alternative as the

mvestor is only an mdirect participant by putting their money i estabhshed real estate
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compantestrusts rather the o
! ather than projects. A long-term investment, it negates risks and
fegal hassles when it ¢
& ~ B 11 ) G N . ' y .
LOMES 1o purchasing a property as well as provide liquidity to

SOMEe exient

h. Commodity-focused Stock Funds

Ideal for nvestors with sufficient risk-appetite and looking to diversify their portfolio,

commodinn-focused stock funds give a chance to dabble in multiple and diverse
adec Ratiime Y

trades. Returns are not periodic and are either based on the performance of the stock

company or the commodity itself. Gold is the only commodity in which mutual funds

can mvest directly in India. The rest purchase fund units or shares from commodity

businesses.

1. Market Neutral Funds

}: T DO KN Nars) '. 1 1 I
for mvestors seeking protection from unfavourable market tendencies while
sustaimmg good returns, market-neutral funds meet the purpose (like a hedge fund).
With better risk-adaptability, these funds give high returns, and even small investors

can outstrip the market without stretching the portfolio limits.

). Inverse/Leveraged Funds

While a regular index fund moves in tandem with the benchmark index, the returns of
an mmverse index fund shift in the opposite direction. It is nothing but selling your

shares when the stock goes down, only to buy them back at an even lesser cost.

k. Asset Allocation Funds
Combimmng debt. equity and even gold in an optimum ratio, this is a greatly flexible

fund. Based on a pre-set formula or fund manager’s inferences based on the current
market trends. Asset Allocation Funds can regulate the equity-debt distribution. It is
almost like Hybrid Funds but requires great expertise in choosing and allocation of
the bonds and stocks from the fund manager.

l. Gift Funds
Ves vou can eift a mutual fund or a SIP to your loved ones to secure their financial

future.
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m. Exchange-traded Funds

It belongs to the Index Funds family and is bought and sold on exchanges. Exchange-
traded Funds have unlocked a world of mvestment prospects, enabling investors to
gain extensive exposure to stock markets abroad as well as specialized sectors. i
ETF 1s like a Mutual Fund that can be traded in real-time at a price that may rise or

fall many times in a day.

1.5 Benefits & Limitations of Mutual Funds

1.5.1 Benefits of Mutual Funds

Some of the key benefits and advantages of mutual funds include simplicity, cost,
diversification, and professional management. These and other features of mutual
funds make them the first and best investment choice for do-it-yourself investors, as
well as professional money managers.

If vou are a beginner and want to know why mutual funds can be a good fit for your
investment needs, or if you are an advanced investor and need a reminder of why
mutual funds may be best-suited for your financial goals and lifestyle, here are some
of the many benefits you need to know.

1. Simplicity: Mutual Funds Are Easy to Understand

Anything can be made into something more complex than it needs to be and mutual
funds are no exception to this truth. However, mutual funds require no experience or
knowledge of economics, financial statements, or financial markets to be a successful
investor. For beginners, here is a simple definition of mutual fund: A mutual fund is
an investment security type that enables investors to pool their money together into
one professionally managed investment. Mutual funds can invest in stocks, bonds,
cash and/or other assets. These underlying security types, called holdings combine to
form one mutual fund, also called a portfolio.

In different words, Mutual funds can be considered baskets of investments. Each
basket holds dozens or hundreds of security types, such as stocks or bonds. Therefore,
when an investor buys a mutual fund, they are buying a basket of investment

securities, Simple! Yes. there are many things to know about mutual funds but
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compared to the broad world of financial products. mutual funds are quite €asy

and understand

2. Accessibility: Mutual Funds Are Fasy to By

' & " 1 fund
Mutual funds are offered at brokerage firms. discount brokers onlne. mutual fund
companies. banks, and msurance companies Even beginning investors car easlly
open an account at a no-load mutual fund company. such as Vanguard Investments

and open an account within mmutes

3, Diversification: Mutual Funds Have Broad Market Exposure

One mutual fund can mvest in dozens, hundreds, or even thousands of different
myestment securities. making it possible to achieve diversification by investing in just

one fund However. 1t1s smart to diversify into several different mutual funds.

4. Variety: Mutual Funds Come In Many Different Categories and Types

As vou grow your portfolio of mutual funds, you will want to diversify intc
various mutual fund categories and types. You can invest in mutual funds that cover
the main asset classes (stocks. bonds, and cash) and various sub-categories or you can

even venture into specialized areas, such as sector funds or precious metals funds.

5. Affordability: Mutual Funds Have Low Minimums

Most murual funds have minimum initial investment requirements of $3,000 or less.
In many cases. if the investor initiates a systematic investment program, where the;
have a fixed dollar amount or fixed number of shares purchased once per month. the

minial investment can be as low as $1,000.

6. Low Expense: Mutual Funds Can Cost Less to Manage Than Other Portfolio
Types

Costs as a percentage of assets in the portfolio may be lower for an actively-managed
mutual fund when compared to an actively-managed portfolio of individual securities.
When vou add up transaction costs, annual fees paid to a brokerage firm, and the cost

for research tools or investment advice, mutual funds are often less expensive than the
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apreal portfoho of stocks Several varables may tnfluence the cost ol siandging

yorttoho sueh ¢ \ - %
porttoho, sueh as the amount of trading activity, the size af transac i abid tare

7. Professional Management: Mutual Funds Have o leain of Professionals
Researching and Analy zing lnvestments So N ow Don't Have §o!

Perhaps the greatest benefit of mutwal funds s that nvestors can save counitless Jioors
of time. enerey and frustration wvolved with the vesearch and aialysis requied o
find quality investments o hold w a porttolio That's not 1o speak of the skl desire
and patienee lL‘qllll'L‘d o do a »1\\[\ well e any |1|n|b\,~,|m|n| st Mustual fupd:

enable mvestors 10 do more ot the \hm‘L\:_\ in hife they enjoy rither than 5'):*“(]”1;' tisne

and energy on ivestment matters.

) lavihiligw: e \ % " "
8. Flexibility: Mutual Funds Have Several Uses and Applications

All of the above benefits of mutual funds overlap into simplicity and flexibility ¥ ou
can mvestn Just one fund or nvest in a wide variety. Automatic deposit, systermatic
withdrawal, 401(k) plans, annuity sub-accounts, dividends, short-term savings, long-
term savings, and nearly limitless investment strategies make mutual funds the best

overall investment type for both beginners and advanced investors.

1.5.2 Limitations of Mutual Funds

There are certainly some benefits to mutual fund investing, but you should also be
aware of the drawbacks associated with mutual funds.

1. No Insurance:

Mutual funds. although regulated by the government, are not insured against losses.
The Federal Deposit Insurance Corporation (FDIC) only insures against certain losses
at banks. credit unions, and savings and loans, not mutual funds.

That means that despite the risk-reducing diversification benefits provided by mutual
funds. losses can occur, and it is possible (although extremely unlikely) that you could

even lose vour entire investment.

2. Dilution: Although diversification reduces the amount of risk involved m nvesting

in mutual funds. it can also be a disadvantage due to dilution. For example, if a single
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security held by a mutual fund doubles in value. the mutual fund itself would not
double in value because that security is only one small part of the fund's holdings. By
holding a large number of different investments, mutual funds tend to do neither

exceptionally well nor exceptionally poorly.

3. Fees and Expenses. Most mutual funds charge management and operating
fees that pay for the fund's management expenses (usually around 1.0% to 1.5% per
vear for actively managed funds). In addition, some mutual funds charge high sales
commissions, 12b-1 fees, and redemption fees. And some funds buy and trade shares
s0 often that the transaction costs add up significantly. Some of these expenses are
charged on an ongoing basis, unlike stock investments, for which a commission is

paid only when you buy and sell.

4. Poor Performance: Returns on a mutual fund are by no means guaranteed. In fact,
on average, around 75% of all mutual funds fail to beat the major market indexes, like
the S&P 500, and a growing number of critics now question whether or not

professional money managers have better stock-picking capabilities than the average

mvestor.

5. Loss of Control: The managers of mutual funds make all of the decisions about
which securities to buy and sell and when to do so. This can make it difficult for you
when trying to manage your portfolio. For example, the tax consequences of a
decision by the manager to buy or sell an asset at a certain time might not be optimal

for you. You also should remember that you are trusting someone else with your

money when you invest in a mutual fund.

6. Trading Limitations: Although mutual funds are highly liquid in general, most
mutual funds (called open-ended funds) cannot be bought or sold in the middle of the

trading day. You can only buy and sell them at the end of the day, after they've

calculated the current value of their holdings.

7. Size: Some mutual funds are too big to find enough good investments. This is

especially true of funds that focus on small companies, given that there are strict rules
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about how much of a single company a fund may own. If a mutual fund has $5 billion

to invest and is only able to invest an average of $50 million m each, then it needs 1o
find at least 100 such companies to mvest in; as a result, the fund might be forced to

lower 1ts standards when selecting companies to invest in.

8. Inefficiency of Cash Reserves: Mutual funds usually maintain large cash reserves
as protection against a large number of simultaneous withdrawals. Although this
provides investors with liquidity, it means that some of the fund's money is invested

in cash instead of assets, which tends to lower the investor's potential return.

9. Too Many Choices: The advantages and disadvantages listed above apply to
mutual funds in general. However, there are over 10,000 mutual funds in operation,
and these funds vary greatly according to investment objective, size, strategy, and
style. Mutual funds are available for virtually every investment strategy (e.g. value,
growth). every sector (e.g. biotech, internet), and every country or region of the

world. So even the process of selecting a fund can be tedious.

1.6 Introduction to ULIPs

ULIP stands for unit linked insurance plans. ULIP is a combination of insurance and
vestment. Here policyholder can pay a premium monthly or annually. A small
amount of the premium goes to secure life insurance and rest of the money is invested
just like a mutual fund does. Policyholder goes on investing through the term of the
policy — 5, 10 or 15 years and accumulates the units. ULIP offers investors options
that invest in equity and debt. An aggressive investor can pick equity oriented fund
option whereas a conservative one can go with debt option. “If you have a long term
ULIP, go for equity oriented fund option — which is called a growth option,” says

Deepak Yohannan, CEO of myinsuranceclub.com

He further points out that the recently launched ULIP are better than the older ULIP
due to lower charges. One can pick and choose the low cost ULIP. While traditional
insurance plans offer 4% to 6% returns, ULIP can offer you double digit returns if you

are invested in equity funds, says Deepak Yohannan.
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1.7 History of ULIPs in India

Unit Linked Insurance Plan (U111 15 one of the most abused financial products i

O\ ) , 1 WA*
India now However, ULIP. where you pet the msurance and imvestment together w4

not a bad word earher

Uit Trust o Inda (UTH launched the first ULIP i India n 1971 Second CLIP
came from L1C Mutual Fund m 1989, 1¢ after the MF industry was opened for P50

entities. Both were well managed schemes and I have not came across any mvestos

complaming about them.

ULIP as a concept. 1s a major improvement on ‘traditional or endowment plans” from
msurance companies. This is because the endowment plans are totally opaque As a0
mvestor. you have no idea how much of your premium goes for insurance cover or
mvestment, where the money is invested, how much is the return generated, etc.
Though msurance companies declare some ‘annual bonus’ in the middle, it 15 also

useless because mvestors’ can’t withdraw these bonuses till maturity.

1.8 Features of ULIPs

ULIPs are considered as a good investment option because of the tax benefits they
provide. However, is tax exemption the only reason for you to invest in ULIPs?
ULIPs provide market-linked returns while a small portion of your premium goes into
providing protection i.e. life cover.

Here are some features which ULIPs offer that you should know while investing.

1. Insurance plus Investment — Double benefits
When you choose an ULIP you get an insurance cover plus investment option. This
will not only give your family protection throughout the policy term but also provide
eood returns on investment at the time of maturity. You get an option to invest in a
range of funds which is a mix of equity and debt so that you can fulfil your long-term

financial goals.
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1.9 Types of ULIP Plans in India

Having vourself covered under comprehensive life insurance policy and  also
mobilizing vour idle savings 15 a reall prudent investment strategy. There are many
types of ULIPs categorized in different w ays. when being approached with different

it >t | D | 1]
mind sets ULIPs are popularly cateporized by risk. and by investment objective.
ULIPs based on the risk:

Equity Funds: These ULIPs imvest primanly in high-risk equities and stocks on
companies. They are the riskiest ULIP investment, and also the one offering the
highest rewards. If you have a medium-to-high risk appetite, and think that fortune
favors the bold - go for one of these plans. If you win here you win big. High risk,
high reward.

Income. fixed-interest, and bond funds: Under these ULIPs, your funds will be
mvested in government securities, fixed-income securities, corporate bonds, and the
ke which offer a medium and risk. and medium reward. Medium risk, low to
medium reward.

Cash Funds: Investments in these ULIPs will see your corpus directed towards
money market funds, cash and bank deposits and other money market instruments
which are in the lowest risk category. Low risk (almost no risk) and low reward.
Balanced Funds: These are the most stable and prudent investment based on the
verv fact that they vary the amount of investment that goes to different places. It
invests in proportion, and divides the total investible amount between equity
investments in high risk equities, company stocks, etc. and fixed-interest

instruments which pose a lower risk. Medium risk, high reward.

ULIPs based on the investment objectives:

To fund vour child’s education: This is one of the more popular reasons for
choosing a ULIP — as it meets the requirements of securing your children and
dependents against financial suffering in the event of your death, and plans pay-outs
in such a way that they will be used for the intended purpose. These ULIPs usually

pay benefits out once a year, when it’s needed for the specific purpose for which it

was taken.
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To build a corpus of funds: [diz s ~oc ~am e = ¢ oo wock Amonin £
plan: and one that also gives vou the ootion of life msurance cower 92 z .
two birds with one stone Instead of naviearine throush hell to find the 727
investment at the right interest rate and the richt tenurs. penole 2nd et e
Insuranceé company manage theirr funds Building a2 large corpus e
consuming venture. when approached throuch the regular method of hard 4
ULIPs limit your involvement in the management of funds and let your 27
piece of the profit cake

ULIPs available for creating wealth:
Life stage based s/ non-life stage based: These plans consider themse. 22 ©2 22
bl of oront ;J’,'e:s Of ISk zs

your financial aides, and vary vour mvestments between different (2

-
angd tiat

you get older. The plan understands that priorities change over ume.

appetite is highest in your youth. Investments will be staggered berween equiy &

debt instruments in different proportions at different times.

Guarantee / non-guarantee: ULIPs todayv offer guaranteed addimons 2nd benefts
but these are generally very long term. Guaranteed ULIPs also separate the mvestor
- Non-cuarantzed ULIP:

from any kind of risk, although the reward is slightly lesser
offer a range of investment to choose from, ranging between varying |
While these make no promises, they afford you the opportunity o d

your money goes, and when.

Single premium / regular premium: Everyone has theirr own premium payvin

capacity. Single premium plans require one lump sum of premmum to be pa:

pDremiam
LIT Uieiil

start of the plan, and regular premium plans divide and stagger the
payments over regular intervals.

To plan for retirement: When your regular source of mncome stops. and vou'rs
past the part of your life when you were able to work, retirement ¢

ULIPs can come rescue you. There are specific ULIP plans designed

will still receive an amount that can keep you comfortable. It 1s when these

payments start that you will truly realise the benefit of working for meney. and

having money work for you.
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fees, settlement amounts deby o, can teally hit you hard when you least expect i
There are plans that he Ip you busld 4 cotpuy and use o as you would 4 health
insurance policy When youte it the hospital and m heed of quick cash fayt the
pl:m allows you 1o psma”y withdraw from your darger maturity corpus te) tneet the
immediate expense
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1.10 Benefits & Limitations of ULIPs
1.10.1 Benefits of ULIPs

Financial Planning 1 citical for every individual. be 1t for providing financial ard to
the family or securing a financial future fos them. And with vanous financial product
aiizble in the market, st might get difficult 1o seect one sing ule product. But, if you
rave clanty and objectives set it s simpler for you 1o choose a product,
So.f you wish 10 make an mvestment and plan on purchasing an insurance plan,
z Unit Linked Insurance Plan (ULIP) is the best bet, There are various advantages that
LLIP have over other savings plans. To start with, ULIP provide investors flexibility
which trzditional insurance plans lacks. Additionally, the potential to generate
flation-adjusted returns 15 another feature where ULIPs score. Likewise, there are
some other ULIP benefits that you should know too,
Before you decide on purchasing the Unit Linked Insurance Plan, let's have a look at
some of 1ts other benefits:
1. ULIPs Offer Dual Advantage in a Single Solution: Insurance + Investment
CLIP g5 an answer for two products at the same time. On one hand, you pay premium
for Iife insurance protection; on the other hand, you invest in funds according to your

choice. In this way, not only do you guarantee protection but additionally plan your

finances for the future

2, Offers a Wide Choice of Investment Options

e the funds on the basis of your nisk appetite. For nstance,

1 chotrse th
can e b

f 4 Jow risk-taker, you can choose t invest in debt funds

o Ifyouareal

moderate risk-taker, you can choose 1w invest in balanced funds

(
. 1 you a5re g
/
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« [Ilyouarea high-risk taker, you can choose to invest in equity funds

3. Switch Facility: Gives Flexibility of Portfolio Switch

ULIPS also offer the flexibility to switch from one fund to other, i.e. equity to debt
and vice-versa, based on the ongoing market conditions or change in your investment
goals. This option, thus, allows you to change the ratio of your invested amount, that

too. without any additional expense.

4. Availability of Top-up Facility

You can invest a voluntary extra payment or a top-up premium, into your ULIP,
which is over and above your existing premium payment. This particularly makes
sense when your ULIP plan is performing well, and you have extra cash to add more
money to your plan. Also, it's much easier and cost efficient rather than purchasing a
new ULIP plan altogether, and because it’s voluntary, you don’t have to commit to

that extra investment every premium payment period.

5. A Great Long-Term Investment Option

Investing in ULIP is ideal if you seek long-term wealth creation. This is because the
returns on ULIPs are linked to the stock market. So, while you invest for long-term, it
is possible to digest market fluctuations and risks and earn much higher returns. In
this way, if you have long-term goals, for example, making a down payment on your

house or funding your child’s education, ULIP is a decent choice to fund these goals.

6. Flexibility to Opt for Rider
Another unique ULIP benefits include the flexibility of adding a rider. A rider is add-

on protection that provides you additional cover along with your regular plan, making

it a comprehensive financial protection.

7. ULIPs Offer Tax Benefits

ULIP being a life insurance product provides tax benefits for premiums paid. You get
tax benefits under Section 80C up to Rs 1.5 lakhs of premium paid, and all maturity
payouts received are tax-exempt under Section 10D of the Income Tax Act, 1961,

Consequently. you not only save money but also help it grow. Unlike some other
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altemative investments there is no impact of long term capital gams tax on LIPS

Hence ULIP get more thumbs up when it comes 1o tax effi Iency

Conclusion:

These numerous ULIP benefits make ULIPs an ideal investment option for you Jong:-

term financial goals. So_ if you want to avail market-linked growth and benefit of hife

risk-cover. ULIP is an excellent option to explore

1.10.2 Limitations of ULIPs

1. Liquidity Constraint

The lock-in period of a standard ULIP plan is five years which means you cannot

withdraw money before five years. This poses a serious problem if you need cash and

won't be 1n the position to liquidate funds,

2. Greater Cost of Insurance

The nsurer charges an amount every year on the life cover applied for by the insured.
This basically is the cost of insurance. The mortality charge on a ULIP is said to be

50% higher than the cost of insurance on normal term plans.

3. High Volatility
LLIP 1s a market-linked investment tool. So as a result, if the market conditions aren’t

conducive, the plan may not perform resulting in low returns. This is especially

applicable in the initial period of your plan.

4. Too Complex to Comprehend
[ULIP is a complex investment option as far the calculation of investment amount and
nsurance amount is concerned. Also, the premium under life cover is usually

expensive as compared to a normal term insurance .

5. Limited Number of Switches
Majority of insurance providers offer the option to switch to different insurance policy

only up to a certain limit. Beyond this limit every transaction is charged.
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asking you t0 switch to a different policy. Alwavs remember to check with the

insurance company if this kind of an ary angement 15 n place
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Conclusion:

Optmg for a ULIP plan like any other imve |

stment tool 1s a crucial decision and should

ken basis your n : . ' :
beta ' eeds. and financial goals. If you are planning for your child’s

higher studies or wedding. ULIPs will help you fulfill these goals. So, go on and plan

vour finances now.

1.11 Statement of the Research Problem

The financial savings of the households in India and the savings of the private
corporate sector form the main source of funds for the mutual fund and insurance
mdustry. For individual investor, direct investment in equity was a risky proposition
and hence an important deterring factor. Mutual funds have potential to offer a sater
route to the vast untapped households that still seem to prefer bank savings. Insurance
on the other hand is preferred by the public for the life cover extended to individual.
ULIP however generates income on the premium because of the investment options.
The investor has got to make a choice between pure investment and investment with
msurance. Firstly, funds have to deliver in terms of performance. Comparisons are
bound to occur particularly between fund return and benchmark indices.
Outperforming benchmarks with lower costs is an important factor to attract
investment. Apart from performance there is the threat of moral hazards such as
hidden costs and higher agent commissions.

ULIP 15 gaming popularity due to its tax-free nature. But the taxability of mcome s
not the only parameter on which an instrument should be judged. The study tocuses
on seven key parameters. These parameters include liquidity, flexibility, returns, nsk
factor, cost to be incurred, and taxability of income and ease of choice. ULIPs and
mutual funds investment are analyzed on these seven parameters, so as (0 decide

which one is a better investment option.
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1.12 Brief profile of the Study Areq

Ulhasnagaris a city located in the Thane district of Maharashtra state in Konkan
diviston. located about 55 km from Chhatrapati Shivaj Maharaj Terminus railway
station. This city 1s part of Mumbai Metropolitan Region managed by MMRDA. It
had an estmated population of 506,098 at the 2011 Census. Ulhasnagar is a municipal
rown and the headquarters of the Tahsil bearing the same name. It is a railway station
on the Mumbai-Pune route of the Central Railway zone.

Primary sunvey is taken from the investors living in the area of Ulhasnagar. Data is
collected through random sampling unit and data is collected through questionnaire

form 30 respondents



COMPARATIVE STUDY OF INVESTMENT 1N MUTUAL FUNDS V/S ULIPS WITH

REFERENCE TO ULHASNAGAR CITY

Chapter 2

Research:
Methodology

A Theoretical Approach
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Research methodology s 4 careful mvesqip.: N ;
estigation for inquiring in a systematic method

and {inding solution of a proble _
anc £ problem 1y comprises the defining and redefining of problem

formulatmg hypothesis, collection and evale |
vand evaluating data, making detection and reaching

conclusion. This research consists of following clement

. « Research Design
. « Sampling Design
. « Sampling Universe

Sampling Unit

‘ « Sample Size

An investment Is an asset or item acquired with the goal of generating income or
appreciation. In an economic sense, an investment is the purchase of goods that are
not consumed today but are used in the future to create wealth, In finance, an
mvestment 1s a monetary asset purchased with the idea that the asset will provide
mcome in the future or will later be sold at a higher price for a profit.

The project has been titled —A study on Comparative study of investments in mutual
funds v/s ULIPs with reference to Ulhasnagar city, As the titled indicates, it is an
attempt to study investment behaviour towards mutual funds and ULIPs on various

factors liquidity, returns, safety of funds, taxability, flexibility, ease of choice etc.

The project was carried out as per the steps of Marketing Research. The well
supportive objective of Research Methodology were set for the study. To meet the
objectives primary research was undertaken. The data collection approach adopted

was experimental research & survey research. The instrument used for the data
collection was observation & questionnaire. The target respondents were the investors
and perspective investors, with the sample size of 50 for the study. Tables & charts
were used o translate responses into meaningful information to get the most out of
the collected data. Based on those the inferences have been drawn with peer

supportive data.
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¥

Fo dennfying the tactors which nfluence the mvestors behavior while taking

mvestment decistions

) p \ | \ v ) \ ;
> Tocompare the UL and Mutual fund mvestment on 7 parameters, (hquidity
flexibihiny, returns, visk factor, cost o be incurred, taxability of mcome and

¢ase of choice)
» Tostudy the preferences of the investors between mutual funds and ULIPs
2.2 Hypothesis
Investment Behaviour explores the relationship between competing demographic

factors, personal awareness and perceived attitudes (o risk in shaping the behaviour of
mdividual investors while making imvestment decisions.

H1: There is a significant impact of taxability on income of investments.

H2: There is a significant association between liquidity and returns ol
investments

H3: There is a significant impact of various factors like flexibility and case of
choice while taking investment decisions,

Hd: There is significant association between visk and returns of investment

options

HS: There is significant association between tenure of investments and returns,
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2.3 Scope of study

The study of the subject investment behaviour enables marketers to understand and
predict the behaviour of an investor. is concerned not only with what are investors
need like liquidity, flexibility, returns, risk bearing capacity but also safety and
raxability of investment. So, before embarking on further, it is essential for us to

understand what investor’s needs are,
2.4 Limitations of the study

« Responses may vary as some of people did not want to come with real answer.
Sample size 1s limited to 50 responses only.

o In the project, nonrandom sampling has been used which is a non-probability
sampling method; it therefore does not provide estimates of precision.
Personal bias of respondents limits the scope of study.

o Survey is conducted only in Ulhasnagar hence results may not be generalised.

2.5 Significance of the study: |

In this competitive world investors need to park their money in efficient manner. So
an investors need to take decisions while making investments in various options
available in the market. Hence, a detailed study on Investment in Mutual Funds and
ULIPs has become a necessity to understand investor’s needs and behaviour. It will

also help to understand risk taking ability of investors and study on various factors

like taxability, flexibility, cost of investments, etc.

2.6 Sample Size:

Sample size is a subset of the target population and it is used to represent the
population under the study (Kothari, C. R., 2004) This means that if the sample is
carefully selected and if the sample is optimum to fulfil the requirements of
efficiency. representative, reliability and flexibility then the information gathered

from the sample can be used to generalize the general population. The sample size for

the present study is 50 respondents from area of Ulhasanagar.
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sampling method s used in thys study 15 Random Convenjent Sampling
Sample size : 50 respondents
Sampling Method : Random Convenience sampling
Sample Unit : Investors and Perspective Investors from Ulhasnagar
Measuring Tools : Questionnaire
Research instrument & tools of data analysis

A questionnaire 1s a research instrument consisting of a series of questions (or other

types of prompts) for the purpose of gathering information from respondents. The
questionnaire was invented by the Statistical Society of London in 183%.

Although questionnaires are often designed for statistical analysis of the responses,
this 1s not always the case.

Questionnaires have advantages over some other types of surveys in that they are
cheap. do not require as much effort from the questioner as verbal or telephone
surveys, and often have standardized answers that make it simple to compile data
However, such standardized answers may frustrate users. Questionnaires are also
sharply limited by the fact that respondents must be able to read the questions and
respond to them. Thus. for some demographic groups conducting a survey by

guestionnaire may not be concrete.

2.7 Data Collection

Source - Primary & Secondary data
Any research requires two types of data i.e primary data & secondary data Primary
Ay Iescalln ITeC fes t types Ol .
data has been used abundantly for the study Well-structured questionnaires were
e 4SS DEEN UsC ;
ven Feedback for the display has been taken by
; wac 11 ertaken }n,‘«_:«’“;da_y tor lilL ;ix,pul.. 1as been taken by
prepared & the survey was undert
5 has also . to pather primary information. There 1-
as . Observe has also done to ga ) '
asking questions & observations

f ata [lects o from the various J’)'.xmh!'; books & ‘.’.’{:b’-,i!';’, &
also a use of secondary data, coll

PR Ah L vre
m store managers
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There are tWo types (sources) for (he collection of (

) Ol daty:

(I) Primary Data (2) Secondary Data

primary Data: The primary datq are (e ‘
Y data are the firsy hand mformation collected. complied

ublished bv organization fiar
and p ) ) ation-for some purpose. They are most original data 1n
R . y « alc

character and have not s
char undergone any gor of statistical treatment Example.

Population census reports are Primary data because these are collected, complied and
published by the population census organization

Secondary Data: The secondary daa are the second hand information which is
already collected by someone (organization) for some purpose and are available for
the present study. The secondary data are not pure in character and have undergone
some treatment at least once. Example: Economics survey of England is secondary
data because these are collected by more than one organization like Bureau of
statistics. Board of Revenue, the Banks etc.

Primary data — Field Survey

Secondary Data — Various websites

Area of Research - Ulhasnagar

Research approach - Survey method

Methods of Collecting Primary Data : Primary data are collected by the following
methods :

I) Personal Investigation: The researcher conducts the survey and collects data from
it. The data collected in this way is usually and reliable. This method of collecting
data is only applicable in case of small research projects.

2) Through Investigation: Trained investigators are employed to collect the data.

These investigators contact the individuals and fill in questionnaire after asking the

required information. Most of the organizing implied this method.

3) Collection through Questionnaire: The researchers get the data from local
representation or agents that are based upon their own experience. his 1s quick but

gives only rough estimate.
4) Through Telephone: The rese

method is quick and give accurate information.

archers get information through telephone this
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1) Semi-Othetal: ¢ State Bank, Railway Board, Cenral Cotton Committee, Boards

+f Feononue Enquary ete.

R

3) Publicanion of Trade of Associations, Chambers of commerce etc

4 Techmcal and Trade Joumals and Newspapers

3) Research Organizations such as Universities and other institutions

Difference between Primary and Secondary Data: The difference between primary

' secondary data 1s only a change of hand. The primary data are the first hand data

|
wiiud J

miormanon which s directly collected form one source. They are most original data

iasl

character and have not undergone any sort of statistical treatment while the

n <nardct

wdary data are obtamed from some other sources or agencies. They are not pure

i character and have undergone some treatment at least once.

According to the need of the research and the reliability of data, both primary and

2C0na
2oVl

arv sources were used to collect data. Primary data are the data collected from
»nizmal sources that were previously unknown. These data are collected particularly

for the research project (Saunders, Lewis, & Thomhill, 2012). It can be collected by

various methods. For this research, primary data were collected through Questionnaire

from 50 respondents.

2.8 Statistical tools used for data presentation

for the analyses of data in this project are: (1) Pie

main statistical tools used

v

s.(2) Bar Diagrams.
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3.1 Mutual Funds

Dr. K. Veeraiah and Dr. A. Kishore Kumar (Jan 2014), conducted 2 research oo
Comparative Performance Analysis of Select Indian Mutual Fund Schemes This
study analyzes the performance of Indian owned mutual funds and compares
performance. The performance of’these funds was analyzed using a five vear NAV s

and portfolio allocation. Findings of the study reveals that, murual funds out pertorm

2 ) ro

naive vestment. Mutual funds as a medium-to-long term invesmment option arz

preferred as a suitable mvestment option by mvestors.

Dr. Ranjit Singh, Dr. Anurag Singh and Dr. H. Ramananda Singh (August

QLR

S " e » Small Tow
2011), have done research on Positioning of Mutual Funds among Small Town

2ub-Urban Investors. [n the recent past the significant proportion of the myestment ¢

s T iNIrat
LIC SAalul aiiy

he urban investor i being attracted by the mutual funds. This has led to th

the muma
IC Hutual

o the marke in the urban areas. In order to increase their investor base.

| . H Y ) ind sub-
lund companies are explormg the opportunities i the small towns and sut

areac , . - \quires the positioning of 1
1eas But marketing the mutual funds i these areas requires the positioning

hac tin
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Products in the minds of the investors in a different way. The product !

hould be mace

"eeptable 1o the investors, it should be affordable to the mvestors. its
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esponsible for investment in mutual funds.
factors I

hah (Dec 2012) has done research on Marketing Practices .Of Mutual
pr. Mamta Sha - e necessarily depends upon its financial sys'tem
Funds. Development o ital formation which can be achieved by mobilizing savings
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Dr. Naila Igbal (Jul 2013) has studied Market Penetration and Investment P

Mutual F 1 ' A

utual Fund Industry in India. Market penetration is a term that indicates how d O
s how deeply

5

c%gr.ee of penetration is often measured by the amount of sales that are generated
mt}}jm theA market itself. A product that generates twenty percent of the sales made
] ]1; lm a given market would be said to have a higher rate of market penetration that a
smilar product that realizes ten percent of the total sales within that same market.

Determini
1ung wh i
¢ what constitutes the consumer market is key to the process of properly

ca ‘
leulating market penetration.

Mr. Jay R
-Jay R. Joshi
oshi, (Mar 2013), Mutual Funds: An Investment Option from Investors’

Point of Vi
tew. Thi , i I I
is study is of descriptive type research. The target population will be
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., mutual fund company. Overall. the studv ic fiun
slecting 8t Study 1s focusing on the behavior of
‘ i qual investors and hence form a part of behavioral finance area
R b da.

. Qharma (Aug 2012), has 2 racenre :
\ishi Sharma (Aug ). has done research on Indian Investor’s Perception

pr ) ;
& vutual Funds. This paper attempts to Investigate the reasons responsible for

owan 5
ocognition of mutual fund as a prime Investment option. It examines th
- : ) s the

of" [

o
[OSSL

;..;csh‘f"s percc‘PtiO“ with reference to distinct features provided by mutual fund
;g:n}\“”l““‘ to attract them for mvesting in specific funds/schemes. The study uses
neipal component analysis as a tool for factor reduction. The paper explored three
amed as fund'scheme related attributes, monetary benefits and sponsor’s

factors 1
lated attributes (having respectively six, four and four variables) which may be

siered to InVestors for securing their patronage. The results are expected to provide

sueful insight to mutual fund companies for tailoring their offers suitable to cater the

~eeds and expectations of Indian mvestors.

3.2 ULIPs

Money Today (2009), The benefits of investing in ULIPs, This article talks about
the simple structure and dual nature of unit-linked insurance plans work to women's
advantage. For women, who are less interested in complicated financial products.
unitlinked insurance plans or ULIPs are good options. For, besides a life cover, they
offer advantage of the upside of the stock market. These are long-term products,
wherein money is invested in a systematic manner over a period of time. The length
of the tenure ensures that the investors enjoy the benefits of compounding. For
women. who tend to be passive investors, such a product means they can get the best
of both worlds. The product offers the policyholder the sum assured and the fund
value. so that she receives at least one, when required. Another advantage of ULIPs is
e switch feature. This enables the policyholders to adjust their asset allocation

etween debt and equity depending on their life stage, risk appetite and the market
-Onditions,
Money Today (2010), Before you invest, This article discusses the essentials one

hould consider while investing in ULIPS. It talks about the investor, suitable plan

hOiCe, features to be chosen, buy the ULIP before 3 1st March. Writer thinks that the
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foremost requirement of ULIPs is
S Is th

at the ’
¢ buyer should be willing to imvest in

equities. If he opts for 4 q .
ebt or liquid fund, the v p il ok i B e &

traditional policy. Investor needs 1o be _
basics of the capital marke, he shoy it‘ Dl(.mun\c also. If the buyer doesn't know the
that cover the risk ofideath, Acs ) d'steer clear of UL[Ps U] [ps e .
msurance objectiv ‘ cording to the writer. ULIPs should be ensured for this

o _lec~t1\ e. Also simpler the plan in ULIPs better it is. ot Teutares the wiiet
éayz :l choosing long term maturity plan is good investment in ULIPs. Also it's a
%o? 1 'ea. to clléose a ;ﬂan that gives you the flexibility to increase or decrease the
risk c0\v er any time during the term of the plan. Due to changes n direct tax code
rules. ULIPs are now considered as tax saving investment. ULIPs will emerge as the

best instrument for financi '
1 otec er] ' i '
cial protection, covering a wide gamut of financial needs.

including wealth generation.

Money Today (July 2010), Cheap and Better, This article details the new regulatory

o
=

changes in ULIPs and investment benefits to the investors. It explains that. th
Insurance Regulatory and Development Authority (IRDA) imposed a limit on the
charges by capping the difference between the gross yield and net yield of a ULIP to
2.25-3 per cent. The gross yield is what a ULIP would earn if no charges are
deducted, while ‘the net yield is what it would earn after all charges are deducted.
According to the writer if the difference between the two yields 1s capped at 3 per
cent, 1t means insurance companies will have to reduce the charges on ULIPs or
distribute them evenly over the term of the plan. To do this, they would also have to
launch longer duration plans. Right now, 10-15 years is the norm, but the change

might lead to the launch of 25-30-year plans. The writer also makes it clear that lower

costs are only one of the several changes that have made ULIPs more attractive and
income from all ULIPs bought before the DTC comes into effect will be tax-free. He
further explains about the other major 33 investor-friendly proposal - the cap on
surrender charges. Till now, besides the heavy deductions i the mnal years, ULIPs

also levied fat surrender charges. These
hree years. So, instead of surrendering  theu

acted as a strong deterrent tor anyone

attempting to surrender in the first t
ers just allowed therr |
wing the balance.

ICI JLIPs 1o lapse and waited for the lock-m
policies, most custom |
['he quantum of the charge and

period of three years before wi thdra
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the method of computation also varied across insurers. Surrender charges were either

. ~ Y, 2 .
levied as a percentage of the paid up premium or as a percentage of the fund value.

(Money Today. July 2010).

He further discusses about the standardization of the surrender charges and the
imposed limit. According to him. this helps because the investor gets a clear picture at
a glance and comparing plans becomes easier, However, there is no reason for elation.
ULIPs are a long-term investment and surrendering them early is not a good idea.
Moreover. most ULIPs still have high upfront charges and would probably give
negative returns in the first three years. Add to this the surrender charges and the
disincentive to surrender is almost as strong as before, About the minimum lockin
period of three years for ULIPs to be increased to five years he thinks, on the face of
it. this seems an unfriendly move for the investor as it curbs the liquidity for the
policyholder. But this actually helps investors by cutting down on chances of miss-
selling. The lure of high commissions often motivates unscrupulous agents to push
ULIP investors to stop paying premiums and withdraw the amount after three years.
This 1s a costly strategy for the investor because he has already suffered high charges
levied in the mitial years. By increasing the minimum lock-in period to five years,
IRDA has aligned ULIPs with a long-term horizon. Greater transparency will come
due to regulation of putting commission details by the agents. In its zeal to expand
insurance coverage, IRDA also proposes to make it compulsory for unit-linked
pension plans to offer life or health cover. According to the writer this is bad news for
investors. A compulsory mortality charge in the pension plan will reduce the amount
of investment flowing into retirement savings. Till now, pension plans were cheaper

than ULIPs because they didn't have an insurance component. If the proposal goes

through, pension plans will become just as costly. (Money Today, July 2010)

Varma, T. (2010) in her article ‘A ULIP with 100 per cent allocation is a myth’
presents an excerpt from interview of Andrew Cartwright, Chiet Actuary of Kotak
Life Insurance, in which he tells why unit-linked nsurance plans are a hit among
policyholders in India. According to him, insurance has various advantages over other
products, including the flexibility to switch investments and realise gains without tax

implications. Unit-linked insurance policies offer a transparent approach along with
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weral imvestment choree .
eV T che 1ces  Uinlike flrl(’llu\n‘[ endow ment plane moat L Ps do not

e puarantee o .
offer pua ced returns, but (hey seore m terms of tax advantages and net vield Al

M il l“] Y » ¢ . -
msurance L mpanies ]I.l\( nde quate dye losures 1n |\|.|. e huta 100 per cent Wocation

Jamed by UL :
]\IH" o 158 mvth -\Ilh(\”,.h all « 08t are stated ”p",.n] it 1% not easy to

" ¢ pohcie :
compare pohcies based on cost as 11 can be expressed i many ways  The code will

) e ol ; \ e o »
reduce the advantages of mvestments in peneral. but there 1s no indication that 1t will

etrospectively .
happen retrospectively  In India, mvestment m surance 15 mainly driven by fax

. Y £ . oY ~ AT
savings Earher:mvestments were predommantly m endowment plans but with the

mtroduction of ULIPs and the mterest 1n equities. many people are mvestng i this
category too Unlike the international trend, where much of the mvestment 15 10
pension products. in India 1t 1s limited as the taxation of these products 15 not 5o
conducive Two-thirds of the matunty proceeds are taxed irrespective of how they are
withdrawn. and contributions are exempt from tax only up to Rs | lakh Talking about
the factors that the mvestor should consider before mvesting m ULIPs, The most
important factor 1s the reduction m yield, which has been regulated after the new cap
on charges. Secondly. mvestors must buy the ULIP that 1s most suitable for thern
objective. Finally. they must consider the level of cover that they need. She says that
if the tenure 15 over 15 years and the mvestor is proactive in switching between debt
and equity. ULIPs can be a rewarding option. It states a rule that funds give better
returns because they don't have high charges ike ULIPs. Then it gives the exceptions
10 this rule as, if the tenure 1s over 15 years and the investor 1s proactive i switching
between debt and equity, ULIPs can be a rewarding option They offer msurance
mvestment and tax-free returns ULIP income 1s taxfree while there 1s tax on capital
gams from stocks ULIP mvestors are free to switch therr corpus from one option to

another ULIPs also provide mimmal life msurance cover to mvestors (Varnna, |

2010,

Krishnamurthy (2008) in his article “The ULIP Puzzle” talks about a common debate

if 1t 15 better to have one product that does many thngs or have many products that do

one thing each. For long, people considered hife msurance a mulu-funcuon product

covered your life n wmkcd as o laxsaving scheme and 1t was a Savinges mstrument

but it isn’t. There 1s a debate 1f ULIPs are mutual funds or mswrance products
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Because ULIPs are offered by Jife Insurance companies, they are treated largely as
insurance plans. However, there are calls for ULIPs to be treated at par with mutual
funds, and regulatory changes seen 1, be levelling the playing field. For instance,
after a recent move by the Insurance Regulatory and Development Authority (IRDA),
the premium on pure risk term plans has come down by 40%. Lower insurance
premiums mean more money for Investment. That's definitely good news for
investors, because an insurance agent gets a higher commission than a fund
distributor, his commission wj]] reduce due to this. Lack of knowledge among
investors is a big problem in case of ULIPs. To check mis-selling, IRDA has insisted
upon 15 days free look up period and also providing the investors a policy illustration
with a 6% and 10% return, standardising all charges across insurers, and a sales
guideline that every agent had to follow. One of the great advantages ULIPs have
over traditional insurance is the flexibility of switching within plans. The author tells
about four common mistakes by ULIP investors: they treat it as investment, not

insurance, for short term planning, by ignoring charges and partial withdrawal.

ULIPs are different from traditional insurance policies in terms of risk cover, costs
and returns. Insurance is not about tax breaks or returns; it's about protecting your
financial dependants. ULIPs offer you the best of both worlds - insurance cover as
well as investment returns and tax savings. Since these products are market-linked, it's
essential that investors keep tabs on the bourses even if they don't understand
completely what's going on. Traditional plans have never offered policyholders the
kind of choice and flexibility of investments that ULIPs give and go for low risk
investments. Whereas, apart from providing adequate and appropriate life insurance,
ULIPs allow you to modify your cover with changing circumstances and external
factors. ULIPs differ from traditional insurance structurally also. Instead of fixing the
extent of cover. it looks at the annual premium that one can pay and works on the

minimum sum assured based on this value. There are three important features that set

apart ULIPs from traditional insurance products. Life cover: ULIPs offer a choice
between basic death benefit, death benefit plus fund value, or the higher of the death

benefit and fund value. various riders and an option to increase the sum assured.

ent ULIPs are powerful. long-term wealth creation tools since they invest a
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qpecified 30 amount in market-linked instruments. Premum: Even though you
commit an annual premium for the tenure of the policy. you can make additional
premiums during the vears that you have surplus money (subject to limits) while
retaining the same cover, or by proportionately increasing the cover. (Krishnamunh_\'.

2008)

The research 1s conducted to compare the Mutual fund and ULIPs investment on 7

pal ameters

e Liquidity

e Flexibihty

e [ase of Choice

e Costof Investments

e Returns on Investments

o Safety of Money Invested
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Chapter 4
Data Analysis &

Interpretation
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DATA ANALYTICS
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diverse technques under avanety of names i oo used i differeni bunineas
T ONCe { P ]
and soctal science domams In - today's busien: world, data analysis plays a role

makmg decistons more scientific and helpimg busineyses operate more effectively

Data Interpretation is the process of making sense out of a collection of data that has
heen pmccw‘t' Fhis collection may be present m varous forms like bar graphs, line
charts and tabular forms and other similar forms and hence needs an interpretation of
come kimd Here we will learn about data mterpretation with the help of many

important techniques and examples, We will see how we can make sense out of the

oraphical data and other forms of it

Analysis helps the reader understand the data by describing pgeneral trends in the data
and pontimg out differences and similarities among data points. Interpretation relates
data to the objectives they are supposed to measure, explores the relationships
between multiple measures of an educational objective, qualifies, amplifies, draws
inferences, and evaluates.

Data analysis and interpretation is the process of assigning meaning to the collected
imformation and determining the conclusions, significance and implications of the
findings. It is an important and exciting step in the process of research. In all research

studies. analysis follows data collection.

Data analysis and interpretation is a process by which sense and meaning are made of
the data gathered in qualitative research, and by which the emergent knowledge 1s
applied to clients' problems. This data often takes the form of records of group
discussions and interviews, but is not limited to this, Through processes of revisiting
and immersion in the data, and through complex activities of structuring, re-framing
orotherwise exploring it, the researcher looks for patterns and insights relevant to the

key research issues and uses these to address the client’s bricl
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Age
® 2] 30 vears
® 3] 10 years
1) 50 years
Interpretation:

From the data collected from sample size of 50 respondents.
Respondents from age group 21 — 30 years are 35 i.e. 70% of sample population,
respondents from age group 31 — 40 years are 12 i.e. 24% of sample population, and

respondents from age group 41 - 50 years are 3 i.e. 6% of sample population.

Gender

30 8 Gender

20

Female

Male
Gender
Interpretation:

From the data collected from sample size of 50 respondents.
Number of Male Respondents are 29 and number of Female Respondents are 21
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Occupation

e Salaned
® Student
» Self Emploved

Interpretation:

From the data collected from sample size of 50 respondents.

I3 respondents are students, 22 respondents are salaried and 15 respondents are self-

employed.

Monthly Income

® 10,000 to 30,000
® 30,000 to 50,000
© Above 80,000
@ 50,000 to 80,000

Interpretation:

From the data collected from sample size of 50 respondents.
39 respondents are have earnings between (€n thousand to thirty thousand rupees per

month, % respondents are have earnings between thirty thousand to fifty thousand

rupees per month, only 3 respondents having income of more than fifty thousand per

month
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Do you Invest in Mutual funds o

30

20

No

Yes

[nterpretation:

From the data collected from sample size of 50 respondents. 29 respondents said that
they make mvestment in mutual funds or ULIPs whereas 21 respondents still not

made any investments in any such options.

What is your time horizon for investments?
® Long term

® Short term
® Medium term

Interpretation:

From the data collected from sample size of 50 respondents.

20 respondents said that they prefer to make investments for long term, 20

tespondents said that they prefer to make investment
‘emaining |0 respondents would like to investments for short term.

s for medium term, whereas
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wWhat is your risk appetite”

* High
® Low
© Medium

Interpretation:
From the data collected from sample size of 50 respondents.

17 respondents said that they prefer to take low risk, 26 respondents said that they

prefer to take moderate risk, whereas remaining 7 respondents prefer high rsky

investments.

As mutual funds and ULIPs are moderately risky investments, majority of people

prefer to park their money in these options.
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® important

® Very Important
Not So Important

® Not important at all

® Not Important

o

~

ULIPs

Mutuai Funds

Interpretation:

. . - ion is i nd ver
For 72 % of the population, liquidity of investment option is important a ¥

Important. 82% of population 1.e. 41 respondents prefer mutual fund for liquidity

purpose,
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How Important is flexibility f
Very Important
® Important
Not Important
@ Not So Important
@ Not Important at all

What will you prefer for flexibility?

50
40
30
20

10

ULIPs

Mutual Funds

Interpretation:

For 82 % of the population, flexibility of investment option 1s important and very

Important. 82% of population i.e. 41 respondents prefer mutual fund for flexibility

purpose.
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Low important is Taxability of Income fo,

® Very important
® Important

Not So Important
® Notimportant

Nhat will you prefer for Taxability of Income from Investment”

40
30
20
10
0 - :

Mutual Funds ULIPs

Interpretation:

il | Inves tion 1 important
For 84 % of the population, taxability of income on investment op p

and very important. 78% of population 1.e. 39 respondents prefer mutual fund for

taxability purpose.
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HowW important is ease of choice foy you while investing

® Not So Important

® Very Important
Important

® Not Important

What will you prefer for ease of choice?
50
40

30

Mutual Funds ULIPs

Interpretation:

' ' Ing 1 tion 1s
For 90 % of the population, ease of choice while making investment op
n i.e. 42 respondents prefer mutual

important and very important. 84% of populatio

fund for ease of choice.
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How Important is return on Investment for you

® Important

® Very Important
Not So Important

® Not Important

What will you prefer for return on investment?

50
40
30

20

10

Mutual Funds ULIPs

Interpretation:

For 94 % of the population, returns on investment option are important and very

important, 84% of population 1.e. 42 respondents prefer mutual fund for better returns.
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How important is cost of Investment for vou?

® Not So Important

® Very Important
Important

® NotImportant

What will you prefer for cost of investment?

50
40
30
20

10

Mutual Funds ULIPs

Interpretation:

For 88 % of the population, cost of investment option is important and very

important. 82% of population i.e. 41 respondents prefer mutual fund for cost of

Investments.
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How important is safety of sum in /ested?

® Very Important
® Important

» Not So Important
® NotImportant

What will you prefer for safety of sum invested?

40
30
20

10

ULIPs

Mutual Funds

Interpretation:

For 90 % of the population, safety of their money while making investment option 1s

Important and very important. 76% of population Le. 38 respondents prefer mutual

fund for safety of sum invested.
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jindings:

jpvestment 15 made with some objective or poal These goals can be short term

5 Jong erm. Investment mstrument should be chosen such a way that it suits your
.cmmcnn,ms like hquidity, returns, safety of funds, taxability, flexibility, ease of

5 ven commonly used parameter . . ,
porce et Seve y parameters to evaluate any investment option are as

f/,l:’) W5

LIQUIDITY

4 mutual fund totally beats the ULIP on liquidity ground.

/hile both mutual funds and ULIP are long-term investments, mutual funds provide
Autual fund investor can exit any time, and even make partial withdrawals

f reguired. CLIP on the other hand have a five-year lock-in period, after which partial
thdrawals can be made. Nonpayment of premium makes ULIP a costlier deal, as

wou do not get paid on the basis of the Net Asset Value of the year in which you are

etting paid Rather the money you get is based on the Net Asset Value of the year in
wich you stopped paymng the premium. If you stop paying premium before
Jleton of one year of policy period, mvestor lose all the money invested in the
icy. Some people argue that forcing the policyholder to remain invested for at least
. vears helps develop the saving habit. On the other hand, Mutual fund investors
Lch hurdles. Most tend to withdraw investments within 2-3 years. This

< imimical 10 wealth creation. The longer you remain invested, the higher
an be your returns

2. RISKYNESS OF INVESTMENT

Mutual fund provides the facility to track the portfolio of the fund. ULIP is also

spen but somew hat complex.

tuzl fund companit

ympanies provide the myestors with platform to monitor the

-¢ of the fund therefore Mutual funds are tracked by several organizations.

2N

have insight of their portfolios, allocation to sectors, market segments
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ore it’s easy for an inv
Therefore y Ivestor to analyze the performance of the fund and thereby

mine risk. ]
ascertamning the risk. As mutual fund mvestment are quite flexible user can easily
qwitch between  poor performing schemes o good performing schemes without
| L s withou
incurring extra cost. ULIPs also offer the same platform, but they are not so widely

iracked by the mstitutions and individual investors Very few investors would kn
« ow

which ULIP fund 1s best.

3. COSTS
Mutual funds charges are verv low but some online ULIPs charge even cheaper

High ULIP charges ended way back in 2010. The cost structures of some new ULIPs

are so frugal that they almost compete with the low-cost direct plans of mutual funds.
Most online ULIPs don’t have policy administration or fund allocation charges. If you
don’t add the mortality charges, the annual charges of the ULIP from reputed life
insurance companies are less than 1.5%. Insurance companies are trying to reduce the
impact of the mortality charge. Some insurance companies make an additional
contribution to the fund corpus; some companies’ pays back entire mortality charges
at the maturity by charging high premiums. Equity oriented mutual funds are costlier
than debt oriented mutual fund. Equity oriented fund can charge up to 2.5% while

ULIP can charge up to 1.35% + mortality charges. This makes mutual funds costlier

than ULIP at first look.

4. EASE AND CHOICE
Mutual fund investor can easily switch between varieties of schemes. ULIPs are

available with very few choices. and take time.
Once the KYC formalities are done, you can invest online in any mutual fund without
er. ULIP

any additional paperwork in few minutes even without the help of any advis
lling the form online and

on the other hand don’t have that luxury. Even after fi

making the payment, the paperwork needs to be done offline. As ULIP pro
| tests and even scrutiny of the income tax return

vides life

cover formalities can include medica
rge life insurance COVer. Mutual funds also

offer a wider choice to investors. Those looking for stable growth can go for large-cap
adventurous Investors can invest in mid-cap and small-cap

of the individual if he has sought a very la

inds and the more
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hemes. In contrast, some nsurers offer g wyge |
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e choie and liquid funds

<. FLENIBILITY

W switch funds or stop investing, but U] P
AP _buyers are stuck with

them:
y ULIP is @ multi-year commitment. The buyer |,

as to keep paying the premium for

he full term of the plan. Also, mvesting i a ULIP is like buying a closed-ended fund

. in 15-20 y i
that will mature m 15-20 years. ULIP investors are stuck with the same msurer and

salicy for the full term. In the worst case if the mvestor could not pay the premum it

eads 10 loss of money mvested, pre- dated NAV returns, returns after deducting all

e charges, no life cover, surrender charges.

In contrast, there are no such constraints on a mutual fund investor. He can easily shift
from a non per-forming scheme to a better fund. He can exit anytime he wants or
remain invested for the long term. He can make partial withdrawals or make
additional investments without any hitch. ULIPs also allow additional top-up
investments, but these are treated as single premium payments and mortality charges
are deducted from the amount.

The switching facility in ULIPs provides some flexibility. The investor can switch
from equity to debt and vice-versa without incurring a tax lability. Insurers claim this

makes ULIPs a good rebalancing tool.

6. RETURNS
In the long run mutual funds always pay better.

In ULIP whole of your premium not get invested in fund units, some part of premium

2oes towards mortality charges that is for the insurance cover. lt means If you pay
Rs 10 only 6 to 7 rupees will be invested in fund and remaining 3 to 4 rupees will be
considered as your insurance premiun, which will be paid to you only if you clam
nsurance. Even if we keep aside the mortality charges and examine only the NAV-
based returns, mutual funds score over ULIPs. Data from some studies shows that
ULIP returns are 100-300 basis points lower than those of mutual funds. The average
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arge-cap ULIP fund grew 15.51° i ¢
1al = o ¢ )']S Y VUpar
pastone year whereas the average large-cap

_11;::113i fund rose 18.83%

~his ¢ap In performance car a bio i
This £ap an have a big impact in the long run of 15-20
, [ 15-20 years

=, TAXABILITY

T alwavs had th ;
(LIP e edge over mutual fund in taxability, but the new LTCG tax

————

has swelled the effect.

_—_—-—

[P capial gains -
LIF cap gains are tax free undey Sec 10(10d), it makes ULIP a better deal 1n

As L
srms of taxability. Even before the budget proposed to tax long-term gains from
s:ocks and mutual funds,

R , :

LIPs had an edge over equity mutual funds. If balanced schemes or equity mutual

2,nds were held for less than one year, the short-term capital gains were taxed at 15%.

‘.—.J"

the new LTCG tax kicks in from 1 April mutual fund investments will become

-ven more costly. Gain from balanced and equity funds will be taxed at 10% but

ncome from ULIPs will be tax free.

age of ULIPs extends beyond equity funds to th
funds but also debt and liquid fund options o
the marginal rate while LTCG from

The tax-free advant e fixed income

space. ULIPs not only offer equity

‘ors Income from fixed deposits 1$ taxed at

after indexation. But gains from ULIPs are tax free.

dabt funds are taxed at 20%
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Like all securities, Mutual Funds and ULIPs are subjectto market, or
systematic, risk. This is because there is no way to predict what will happen in
the future or whether a given asset will increase or decrease in value. So

investors must take decisions wisely.

People in India prefer risk as a major factor, so there should be continuous

rebalancing in investments to meet the needs.

People prefer to have liquidity in their investments so that they can withdraw

their amount as an when they require.

Fund managers should maintain transparency in making decisions as they are

responsible for investing pooled money in various instruments available in the

market.

Returns from Mutual funds are exempt u/s 10 (35) whereas income from

ULIPs are tax deductible. So investors should take benefit of the same by

investing in these two options

The fund managers must constantly study the market environment and find

new opportunities to maximize the wealth of investor community.
Insurance and investments must be treated differently

Consumer awareness must be created for ULIP’s

Should not be mis-sold as investment products but ‘risk cover” products

Relationship building must be focused at, rather than pitching in the wrong

product. This will create customer loyalty.
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This project gives the comparative analysis between Mutual Funds and
ULIPs that is:

Mutual Funds and the Unit Linked Insurance Plans are both professionally

anaged mvestmelr D i i _
manag ent plans. UL provides life insurance and at the same time

provides suitable investment avenues. The policy value is the sum assured plus the
appreciation of the underlying assets. It is life insurance solution that provides for
the benefits of protection and capital appreciation at the same time. The product is
quite similar to a mutual fund in the sense that the investment is denoted as units
and 1s represented by the value that it has attained called as Net Asset Value

(NAV). and apart from the insurance benefit the structure and functioning of
ULIP 1s exactly like a mutual fund.

The idea of having insurance and investment conveniently rolled into one-product
looks alluring enough and saves the common investor the time and effort to

consider different options. However, an investor may build a customized solution

for himself separating insurance from his investment needs.

In the case of ULIP, the insurance company deducts charges towards life
and fund management

insurance cover (mortality charges), administration charges
The balance amount left 1s used to

charges from the premium paid by the mvestor.
combination of the two. All premiums paid are

invest in stocks or bonds or @

eligible for tax break under Sec 88 and come under a lock-in of three years.

The administrative charges levied by the insurance company are quite high during
s a dampener as the returns are affected

the first few years of the policy. This acts a
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ower levels of funds ava)]: or
Hlable for Investment, and extra cautious approach

due to l
. the insurance company towards )
by th S mvesting doesn’t help either. Whereas MF

comparable administrative charpes are very less and they invest their ent;

holdings in equities quite aggressively in favorable (imc; thus‘ allowing ::z
pomvo]jo to appreciate rapidly. The higher administrative charges during the iiitial
years erode the returns and make it less attractjve when compared to a mutual
fund investment for a similar period. ULIPs are not as liquid as mutual funds. The
redemption process takes more time as compared to a mutual fund. If one in?ends

.o redeem after the lock-in period of three years, he would be at a loss because of

higher initial administrative charges.

portfolio disclosure is another area where MF score over ULIPs and though
Jeading 1nsurance companies do disclose their portfolio on a regular basis, the
competitive pressure in the mutual funds industry lead to higher disclosures and

investors know exactly where there money is being invested.

Although ULIPs offer certain benefits, which MFs are unable to provide for, for
example certain ULIPs with a capital guarantee. This product protects individuals
from a potential market slide. In case of a market slide, the insurance company
purports to at least return the premium paid by the individual. This is unlike
investments in a mutual fund scheme where investors are partner to both profits as
well as losses incurred by the scheme. Switch in/out from different asset classes 1s
also allowed at no extra cost, and investor can conveniently transfer his
mvestments from an equity scheme to a debt or balanced scheme. The investment
amount that an investor pays can also be altered as per his wishes during anytime

in between his maturity period. Thus it 1s better to keep insurance and investment

needs separate.

Investing in Mutual Funds can be done systematically. Systematic Investment

Plan. Svstematic Transfer Plan and Systematic Withdrawal Plan offer greater
benefits than lump sum Investment. People investing in MFs through SIPs may
benefit through Rupee Cost Averaging. Here the average cost of buying units 1s
kept low It works out to be a disciplined investment practice that takes the
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é-.m'w‘\\‘t“i\ out of timung the markets |y mvolves investing a fixed amount in the
came investment plan at tegular tervals say every month or every quarter. The
cssence of this stratepy is that more units are purchased automatically when prices
are low and fewer umits when prices are high. Over time. this results in the
average cost pet unit the money myestoy pays being lower than the average price

per unit.

Unlike mutual fund SIPs, which are not long-term by nature, insurance plans
cushion immediate market fluctuations as well as long-term market fluctuations
varying over mvestment cyeles. And as charges on ULIPs are front-loaded, the
benefit on unit values over a IS-year period (or more) is pronounced. If well
planned. insurance can work favorably as effective savings tools, especially if
investor also factors in the tax benefits. Contributions in to insurance plans
provides Section 80C benefits up to Rs | lakh invested and, at the time of maturity

the proceeds are tax free under Section 10 (10D), making these preferred

mstruments for many.

Hence it may be concluded that both Unit Linked Insurance Plans and the Mutual
Funds are good in their respective domains. Investors should not club their
insurance and Investment needs. ULIPs offer a better preposition in terms of
returns to investors over traditional insurance plans. They cover life and over and
above that they help in growing in the money of investors. It is always good that

investors start early and select the right insurance-cum-investment plan for

themselves and utilize their tax break limit fully.

Mutual Funds are for a different class of investors. People who want to spread out
their risk and still earn a handsome return; Mutual Funds would be the right
investment avenue. Although no tax breaks are offered, Mutual Funds have a
potential to give extraordinary returns that may even compensate for the tax part.
But there is a note of caution for the investors that they should constantly monitor
their portfolio and the Scheme in which they have invested. Careful monitoring

and an intelligent approach could definitely help in earning fortunes.
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Appendix

esponses given by you will be kept confidential and use for academic purpose only.

| NAME”

i

7 Age”

f-—’_—‘
| 21-30 years D 31-40 years

N

—
| 4]1-50 years D Above 50 years
W

1 Gender *

| Mal Female
mfC (e

4 Occupation *
‘ .
- | Student D Salaried
_J
—_—
] Self Employed
5 Monthly Income *
T 10,000 10 30,000 D 30,000 to 50,000

| 50,000 10 80,000 Ej Above 80,000

6 Do you Invest in Mutual funds or ULIPs? *

D Yes | D No

) . . . ) 0 *
7. What is your time horizon for investments'

r‘]S‘hort — D Medium term [j Long term

% What is your risk appetite? *

J [:] Medium D High
LLow
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o How mportantis haquidity {or you wiyle nvestng? *

l ] Not Important at all [ l Not Tmportant

{ ] Not So Important [

J Important

l' ] Very lmportant

10- What will you prefer for hquidigy? *

[j Mutual Funds [ ] ULIPs

L. How mmportant is flexibility for you while investing? *

"”— i Not Important at all | '_ | Not Important
D Not So Important D Important
D Very Important

12. What will you prefer for {lexibility? *

D Mutual Funds D ULIPs

13, How important is Taxability of Income for you while investing? *

D Not Important at all C] Not Important
D Not So Important D Important

D Very Important

14. What will you prefer for Taxability of lncome from Investment? *

D Mutual Funds [—‘J ULIPs

IS, How important is case of choice for you while investing? *
D Not Important at all [ _] Not Important
D Not So Important [4 ] Important
[j Very Important



16. What will you prefer for ease of choice> *

| Mutual Funds | 17 1oe

D Not Important at all Not [mportan:
D Not So Important [mportant
N—

|8. What will you prefer for return on investment” *

[_—_] Mutual Funds ’_‘i ULIPs

|
, S

19 How mmportant 1s cost of Investment for you? *

, Not Important at all '\ | Not Important
‘* Not So Important ; | Important

E lMutual Funds f | ULIPs

. . .
21. How important is safety of sum mv ested? *

l Not Important at all ; | Not Important
)
D Not So Important g | [mportan

*

22 What will you prefer for safety of sum 1o ested

e,

D Mutual Funds LLIPs
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