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1 The structure, functioning, and limitations of the 
Indian Stock Exchange

• Structure of the Indian Stock Exchange
• Regulatory Authority (SEBI) SEBI regulates and supervises the stock market

to protect investors and ensure fair and transparent trading practices.
• Stock Exchanges (BSE and NSE) BSE and NSE provide an organized

electronic platform where securities like shares and bonds are traded.
• Market Participants Participants include investors, brokers, listed

companies, depositories, and custodians who together enable market
operations.

• Depositories (NSDL and CDSL) Depositories hold securities in electronic
form and facilitate safe transfer of shares.

• Clearing and Settlement System Clearing corporations confirm trades and
ensure timely transfer of funds and securities.



• Functioning of the Indian Stock Exchange

• Primary Market Companies raise capital by issuing new shares to the
public through IPOs.

• Secondary Market Existing securities are bought and sold among investors,
providing liquidity to the market.

• Online Trading System Investors place buy and sell orders through brokers
using electronic trading platforms.

• Price Discovery Share prices are determined by demand and supply forces
in the market.

• Settlement Process Trades are settled on a T+1 basis, ensuring quick
delivery of shares and payment.



• Limitations of the Indian Stock Exchange

• Lack of Investor Awareness Many investors lack financial knowledge,
leading to poor investment decisions.

• Market Volatility Prices fluctuate due to economic, political, and global
factors, creating uncertainty.

• Risk of Market Manipulation Insider trading and price manipulation
cannot be completely avoided.

• Limited Rural Participation Lack of awareness and digital access restricts
participation from rural areas.

• Difficult Entry for Small Companies Strict listing requirements make it hard
for small firms to access the stock market.



2 The nature and components of the capital market in 
India.

• Nature of the Capital Market in India
• Long-term Finance Oriented The capital market deals with long-term funds

required by companies and the government for investment and growth
purposes.

• Organized and Regulated Market It operates under the supervision of
SEBI, ensuring transparency, investor protection, and fair trading practices.

• Market-based Pricing System Prices of securities are determined by
demand and supply, reflecting the true value and performance of
companies.

• Risk-bearing Market Investments in the capital market involve higher risk
compared to money market instruments, but they also offer higher returns.

• Mobilization of Savings The capital market channels household savings
into productive investments, supporting economic development.



• Components of the Capital Market in India

• Primary Market The primary market deals with the issue of new securities
by companies and the government to raise fresh capital.

• Secondary Market The secondary market provides a platform for trading
existing securities, offering liquidity and easy exit to investors.

• Equity Market This segment deals with shares of companies and
represents ownership and risk capital.

• Debt Market It includes instruments like bonds and debentures that
provide fixed income with relatively lower risk.

• Government Securities Market This market deals in treasury bills and
government bonds used to finance public expenditure.

• Financial Intermediaries Institutions such as banks, mutual funds,
insurance companies, and investment banks assist in mobilizing and
allocating funds.



3 The aim and approaches of security analysis. Explain the role of
different types of investors in the securities market.

• Aim of Security Analysis

• To Assess Investment Risk Security analysis helps investors evaluate 
the risk associated with a security by studying financial and market 
factors.

• To Estimate Return Potential It aims to estimate the expected return 
in the form of dividends, interest, and capital appreciation.

• To Identify Undervalued Securities Analysis helps in finding securities 
whose market price is lower than their intrinsic value.

• To Support Rational Decision-making It provides a scientific basis for 
buy, hold, or sell decisions instead of speculation.

• To Protect Investor Interests By analyzing company performance and 
market conditions, investors can avoid unsafe investments.



• Approaches to Security Analysis

• Fundamental Analysis This approach studies economic conditions, industry 
performance, and company financials to determine intrinsic value.

• Technical Analysis It focuses on past price movements and trading volume 
to predict future price trends.

• Economy Analysis This examines macroeconomic factors like GDP growth, 
inflation, and interest rates affecting securities.

• Industry Analysis It evaluates industry trends, competition, and growth 
prospects to assess sector attractiveness.

• Company Analysis It studies financial statements, management quality, 
and business strategy of individual firms.



• Role of Different Types of Investors in the Securities Market

• Retail Investors Individual investors provide liquidity and depth to the 
market through regular buying and selling.

• Institutional Investors Institutions like mutual funds, insurance companies, 
and pension funds invest large funds and stabilize the market.

• Foreign Institutional Investors (FIIs) FIIs bring foreign capital, improve 
market efficiency, and increase global integration.

• Speculators They assume high risk to profit from short-term price 
movements and add liquidity to the market.

• Arbitrageurs Arbitrageurs exploit price differences across markets, helping 
in price correction and market efficiency.



4 Explain the concept of risk and return. Discuss 
different components and measurements of risk 

• Concept of Risk and Return
Risk and return are two fundamental concepts in investment decisions.
Return refers to the gain or loss earned on an investment over a period
of time, usually in the form of income and capital appreciation. Risk
refers to the uncertainty or variability of returns, meaning the actual
return may differ from the expected return. Generally, there is a
positive relationship between risk and return, higher risk investments
are expected to provide higher returns to compensate investors for
uncertainty.



• Components of Risk

• Systematic Risk This risk arises due to overall economic and market factors 
such as inflation, interest rate changes, and political instability, and it 
cannot be eliminated through diversification.

• Unsystematic Risk This risk is specific to a company or industry, such as 
business risk and financial risk, and can be reduced through proper 
diversification.

• Business Risk It relates to fluctuations in a firm’s operating income due to 
changes in demand, competition, or cost structure.

• Financial Risk This arises due to the use of debt in capital structure and the 
obligation to pay fixed interest.

• Market Risk It refers to the risk of loss due to changes in market prices of 
securities.



• Measurements of Risk

• Range It measures the difference between the highest and lowest possible 
returns, indicating the extent of variability.

• Standard Deviation It is the most common measure of risk and shows how 
much actual returns deviate from the expected return.

• Variance Variance measures the dispersion of returns around the mean and 
is the square of standard deviation.

• Beta Beta measures the sensitivity of a security’s returns in relation to 
market movements and indicates systematic risk.

• Coefficient of Variation It measures risk per unit of return and is useful for 
comparing investments with different expected returns.



5 Portfolio risk and return? Explain how diversification helps in 
reducing risk according to Markowitz’s Modern Portfolio Theory

• Portfolio Risk and Return

• Meaning of Portfolio Return Portfolio return is the total return earned from a
group of securities held together as one investment unit. It is calculated as the
weighted average of individual security returns based on their proportion in the
portfolio.

• Meaning of Portfolio Risk Portfolio risk refers to the variability of returns of the
entire portfolio rather than individual securities. It depends on both the risk of
individual assets and how their returns move in relation to each other.

• Role of Correlation The relationship between returns of different securities,
known as correlation, plays a key role in determining portfolio risk. Lower or
negative correlation reduces overall portfolio risk.

• Risk–Return Trade-off A portfolio is constructed to achieve an optimal balance
between risk and return. Investors aim to maximize return for a given level of risk
or minimize risk for a given return.



• Diversification and Risk Reduction According to Markowitz’s Modern Portfolio Theory

• Concept of Diversification Diversification means investing in a variety of securities
instead of a single asset. By spreading investments, losses from one security can be
offset by gains from others.

• Focus on Portfolio Risk Markowitz emphasized that investors should consider the risk of
the entire portfolio, not individual securities. A well-diversified portfolio can be less
risky even if individual securities are risky.

• Role of Correlation Coefficient Diversification is most effective when securities have
low or negative correlation. Such combinations reduce fluctuations in portfolio returns.

• Reduction of Unsystematic Risk As more diversified securities are added, company-
specific or unsystematic risk is significantly reduced. This risk can almost be eliminated
through proper diversification.

• Systematic Risk Remains Market-related or systematic risk cannot be eliminated
through diversification. Factors like inflation and interest rates affect all securities.

• Efficient Portfolio Concept Markowitz introduced the concept of efficient portfolios.
These portfolios offer the highest return for a given level of risk or the lowest risk for a
given level of return.



6 The concept and computation of Beta as a measure of
systematic risk. Explain how Beta is used in portfolio selection

• Concept of Beta as a Measure of Systematic Risk

• Meaning of Beta Beta measures the sensitivity of a security’s returns to
changes in overall market returns. It shows how much a security is
expected to move when the market moves.

• Indicator of Systematic Risk Beta represents systematic risk, which arises
from market-wide factors such as economic changes, inflation, and interest
rates. This risk cannot be eliminated through diversification.

• Interpretation of Beta Values A beta of 1 indicates that the security moves
in line with the market. A beta greater than 1 shows higher volatility than
the market, while a beta less than 1 indicates lower volatility.

• Risk Classification Using Beta Securities with high beta are considered
aggressive and risky, while low beta securities are considered defensive and
stable.



• Computation of Beta

• Basis of Calculation Beta is calculated by comparing the returns of a
security with the returns of the market index over a period of time. It
measures the degree of co-movement between the two.

• Statistical Formula Beta is computed as the covariance between security
returns and market returns divided by the variance of market returns. This
shows relative movement.

• Use of Historical Data Past return data of the security and market index are
used to estimate beta. The result is an approximate measure of future risk.

• Market Index as Benchmark A broad market index like NIFTY or Sensex is
used as a representative of market performance for beta calculation.



• Use of Beta in Portfolio Selection

• Selection Based on Risk Preference Investors use beta to choose securities
according to their risk appetite. Risk-averse investors prefer low beta
stocks, while risk-seeking investors prefer high beta stocks.

• Portfolio Risk Estimation Portfolio beta is calculated as the weighted
average of individual security betas. It helps in assessing the overall
systematic risk of the portfolio.

• Balancing Risk and Return By combining high and low beta securities,
investors can design a portfolio with desired risk levels. This helps in
achieving an optimal risk–return balance.

• Application in CAPM Beta is a key input in the Capital Asset Pricing Model,
which helps estimate the expected return of a security. This aids in
comparing and selecting suitable investments.



7 Discuss the Dow Theory and its relevance to predicting stock 
market movements

• Dow Theory

• Origin and Meaning Dow Theory is one of the oldest theories of
technical analysis, developed by Charles H. Dow. It explains how stock
market trends move and how these trends can be identified for
investment decisions.

• Primary, Secondary, and Minor Trends According to Dow Theory, the
market moves in three types of trends. Primary trends are long-term
movements, secondary trends are medium-term corrections, and
minor trends are short-term fluctuations.

• Market Discounts Everything Dow Theory assumes that all available
information such as economic conditions, company performance, and
investor expectations is already reflected in stock prices.



• Trends Have Three Phases Each primary trend passes through three 
phases: accumulation by informed investors, public participation, and 
distribution when informed investors start selling.

• Averages Must Confirm Each Other The theory states that movements in 
one market average should be confirmed by another. Traditionally, 
industrial and transportation averages should move in the same direction 
to confirm a trend.

• Volume Confirms the Trend Trading volume should increase in the 
direction of the primary trend. Rising prices with rising volume indicate a 
strong trend.

• Trend Continues Until Reversal A trend is assumed to continue unless clear 
signals of reversal appear. This helps investors avoid premature decisions.



• Relevance of Dow Theory in Predicting Stock Market Movements

• Identification of Market Trends Dow Theory helps investors identify 
whether the market is in an upward, downward, or sideways trend. This 
aids in timing entry and exit decisions.

• Long-term Investment Guidance The focus on primary trends makes Dow 
Theory useful for long-term investors rather than short-term speculators.

• Confirmation Reduces Risk The principle of confirmation between 
averages helps reduce false signals and improves reliability of predictions.

• Role of Volume Analysis Volume confirmation strengthens the validity of 
price movements, helping investors judge the strength of trends.

• Basis of Modern Technical Analysis Many modern technical tools and 
indicators are based on Dow Theory concepts, making it highly relevant 
even today.



8 The Capital Asset Pricing Model (CAPM). How does it 
help in determining expected returns and assessing risk

• Capital Asset Pricing Model (CAPM)
• Concept of CAPM CAPM is a financial model that explains the relationship 

between risk and expected return of a security. It states that investors are 
rewarded only for taking systematic risk, as unsystematic risk can be 
eliminated through diversification.

• Assumptions of CAPM CAPM assumes that investors are rational, markets 
are efficient, information is freely available, and investors hold diversified 
portfolios. These assumptions help in simplifying the risk–return 
relationship.

• CAPM Formula The expected return of a security is calculated as: Expected 
Return = Risk-free Rate + Beta × (Market Return − Risk-free Rate). This 
formula shows how risk influences return.



• CAPM and Determination of Expected Returns

• Risk-free Rate of Return The risk-free rate represents the minimum return 
expected by an investor with no risk. Government treasury securities are 
usually used as a proxy for this rate.

• Market Risk Premium Market risk premium is the excess return investors 
expect for taking market risk. It is calculated as the difference between 
market return and risk-free return.

• Role of Beta Beta measures the sensitivity of a security to market 
movements. Higher beta means higher expected return to compensate for 
greater risk.

• Expected Return Estimation CAPM helps investors calculate a fair or 
required rate of return. Securities offering returns above this rate are 
considered attractive investments.



• CAPM and Assessment of Risk

• Focus on Systematic Risk CAPM considers only systematic risk, which 
affects the entire market. Company-specific risk is ignored as it can be 
diversified away.

• Measurement of Risk through Beta Beta serves as a quantitative measure 
of risk. It shows how volatile a security is compared to the market as a 
whole.

• Comparison of Securities CAPM allows investors to compare securities 
with different risk levels. Investors can select securities that match their 
risk tolerance.

• Portfolio Risk Analysis CAPM is also used to assess portfolio risk by 
calculating portfolio beta. This helps in evaluating overall market exposure.



• Practical Importance of CAPM

• Investment Decision-making CAPM assists investors in deciding whether to 
buy, hold, or sell securities based on expected returns.

• Cost of Equity Calculation Firms use CAPM to estimate the cost of equity 
capital for capital budgeting decisions.

• Performance Evaluation CAPM is used to evaluate portfolio performance 
by comparing actual returns with expected returns.



9 Support and Resistance Levels and  Arbitrage Pricing 
Theory

• Support and Resistance Levels

• Meaning of Support Level Support is a price level at which a falling stock tends to 
stop declining and starts rising. It occurs because buying interest increases as 
investors consider the price attractive.

• Meaning of Resistance Level Resistance is a price level at which a rising stock 
tends to stop increasing and starts falling. At this level, selling pressure increases as 
investors prefer to book profits.

• Psychological Importance Support and resistance levels are influenced by investor 
psychology and past price behavior. Traders remember previous highs and lows 
and act accordingly.

• Role in Trend Identification These levels help investors identify whether a stock is 
in an uptrend, downtrend, or consolidation phase. Breaking support or resistance 
often signals a trend change.

• Use in Trading Decisions Investors use support levels to decide entry points and 
resistance levels to decide exit points. This helps in reducing risk and improving 
timing of trades.



• Arbitrage Pricing Theory (APT)
• Concept of APT Arbitrage Pricing Theory explains the relationship between risk

and return using multiple economic factors. It states that returns depend on
sensitivity to various macroeconomic forces.

• Multiple Risk Factors Unlike CAPM, APT considers several factors such as
inflation, interest rates, GDP growth, and exchange rates. Each factor contributes
to the expected return.

• Role of Arbitrage APT is based on the principle of arbitrage, where investors
exploit price differences to earn risk-free profits. Such activities force prices to
move toward fair value.

• Expected Return Determination The expected return of a security is calculated
as the sum of risk-free return and risk premiums related to different factors.
Higher exposure to a factor means higher return.

• Flexibility of the Model APT does not specify exact factors, making it flexible and
adaptable to different markets. This makes it more realistic than single-factor
models.

• Use in Portfolio Management Portfolio managers use APT to identify mispriced
securities and design diversified portfolios. It helps in better risk assessment and
return optimization.



10 The Dividend Discount Model and Earnings
Multiplier Approach
• Dividend Discount Model (DDM)

• Concept of DDM The Dividend Discount Model is a method of valuing equity shares by
estimating the present value of all future dividends expected from a company. It is based
on the idea that dividends are the real returns earned by shareholders.

• Basic Assumptions of DDM DDM assumes that the company has a stable dividend policy
and will continue paying dividends in the future. It also assumes that the growth rate of
dividends and the required rate of return remain relatively constant.

• Types of Dividend Discount Models There are three main types of DDM: zero growth
model for companies with constant dividends, constant growth model for firms with
steadily growing dividends, and multiple growth model for firms with changing growth
rates.

• Valuation Process The model discounts expected future dividends to their present value
using the investor’s required rate of return. The sum of these discounted values gives the
intrinsic value of the share.

• Investment Decision Rule If the intrinsic value calculated through DDM is higher than the
market price, the share is considered undervalued and suitable for investment.



• Earnings Multiplier Approach (Price–Earnings Approach)

• Concept of Earnings Multiplier The Earnings Multiplier Approach values a share
based on its earnings per share (EPS) and the price–earnings (P/E) ratio. It
reflects how much investors are willing to pay for each rupee of earnings.

• Calculation of Value The value of a share is calculated by multiplying the
expected EPS by the appropriate P/E ratio. A higher P/E indicates higher growth
expectations.

• Factors Affecting P/E Ratio The P/E ratio is influenced by growth prospects, risk
level, stability of earnings, and overall market conditions. Companies with stable
earnings usually have higher P/E ratios.

• Use in Share Valuation This approach is widely used because of its simplicity and
ease of understanding. It is useful for comparing shares within the same industry.

• Limitations of the Approach The Earnings Multiplier Approach ignores dividend
policy and may give misleading results if earnings are unstable or manipulated.



11 Explain the Bond Theorem and the Term Structure of 
Interest Rates

• Bond Theorem
• Concept of Bond Theorem The Bond Theorem, often related to the basic

principles of bond pricing, states that the price of a bond is inversely
related to market interest rates. When interest rates rise, bond prices fall,
and when interest rates fall, bond prices rise.

• Components of Bond Pricing A bond’s price is determined by the present
value of its future cash flows, which include periodic coupon payments and
the face value at maturity. The discount rate used is the market interest
rate.

• Interest Rate Sensitivity Longer-maturity bonds and bonds with lower
coupon rates are more sensitive to changes in interest rates, meaning their
prices fluctuate more when rates change.

• Investment Implication Understanding the Bond Theorem helps investors
assess interest rate risk and make informed decisions about bond
investments, especially in volatile interest rate environments.



• Term Structure of Interest Rates

• Concept of Term Structure The term structure of interest rates, also called the
yield curve, shows the relationship between interest rates (or yields) and
different maturities of debt instruments, usually government securities.

• Types of Yield Curves The yield curve can be normal (upward sloping), inverted
(downward sloping), or flat. A normal curve indicates higher interest rates for
longer maturities, reflecting expected economic growth.

• Factors Affecting Term Structure Expectations about future interest rates,
inflation, monetary policy, and liquidity preference influence the shape of the
yield curve.

• Use in Investment Decisions The term structure helps investors, financial
managers, and policymakers understand interest rate trends, plan bond
investments, and manage interest rate risk.

• Economic Interpretation A steep yield curve signals strong future economic
growth, while an inverted curve may indicate a recession or slowing economy.



12 portfolio management. Explain the objectives, process, and
importance of portfolio management for individual and
institutional investors
• Portfolio Management

• Objectives of Portfolio Management

• Maximization of Returns The primary objective is to achieve the highest possible 
returns within the investor’s risk tolerance. Portfolio managers select securities to 
optimize the risk–return balance.

• Risk Minimization Another key objective is to reduce overall portfolio risk by 
diversifying investments across different assets, sectors, and geographies. 
Diversification helps protect against market volatility and specific security risks.

• Liquidity Management Portfolio management aims to maintain sufficient liquidity to 
meet short-term financial needs without compromising long-term investment goals.

• Capital Preservation Especially for risk-averse investors, the objective includes 
preserving the invested capital while earning reasonable returns.

• Tax Efficiency Portfolio management also focuses on minimizing tax liabilities by 
selecting tax-efficient securities and investment strategies.



• Process of Portfolio Management

• Setting Investment Objectives The process begins by identifying investor
goals, time horizon, risk tolerance, income requirements, and liquidity
needs.

• Asset Allocation Funds are allocated across asset classes such as equities,
bonds, real estate, and cash based on risk–return profile and investment
objectives.

• Security Selection Specific securities are chosen within each asset class
using techniques like fundamental analysis, technical analysis, or
quantitative models.

• Portfolio Implementation Investments are executed according to the
planned allocation and strategy, ensuring alignment with the objectives
and constraints.

• Performance Monitoring and Review The portfolio is continuously
monitored for performance, risk exposure, and market changes.
Adjustments or rebalancing are done to maintain alignment with goals.



• Importance of Portfolio Management

• For Individual Investors It helps individuals achieve financial goals such as
retirement planning, wealth accumulation, or education funding while
managing risk and ensuring liquidity.

• For Institutional Investors Institutions like mutual funds, pension funds,
and insurance companies use portfolio management to generate consistent
returns, meet obligations, and manage large-scale investment risks.

• Risk–Return Optimization Portfolio management ensures that investments
are diversified, reducing unsystematic risk while targeting desired returns.

• Professional Management Investors benefit from expert knowledge in
selecting securities, timing investments, and responding to market
changes.

• Goal-Oriented Planning It provides a systematic approach to achieve both
short-term and long-term financial objectives in a structured and
disciplined manner.



13 Explain the Sharpe, Treynor, and Jensen
performance measures in detail

• 1. Sharpe Ratio

• Concept The Sharpe Ratio, developed by William F. Sharpe, measures the risk-
adjusted return of a portfolio by considering total risk (standard deviation). It 
evaluates how much excess return is earned per unit of total risk.

• Formula Sharpe Ratio = (Rp − Rf) / σp
• Rp = Portfolio return
• Rf = Risk-free rate
• σp = Standard deviation of portfolio returns

• Interpretation A higher Sharpe Ratio indicates better risk-adjusted performance, 
meaning the portfolio provides more return per unit of total risk. A negative ratio 
suggests the portfolio underperforms the risk-free rate.

• Use in Portfolio Evaluation It is particularly useful when comparing portfolios 
with different levels of total risk, as it accounts for both systematic and 
unsystematic risk.



• 2. Treynor Ratio

• Concept The Treynor Ratio, developed by Jack Treynor, measures the risk-
adjusted return of a portfolio considering only systematic risk (beta). It 
evaluates how much excess return is earned per unit of market risk.

• Formula Treynor Ratio = (Rp − Rf) / βp
• βp = Beta of the portfolio

• Interpretation A higher Treynor Ratio indicates that the portfolio provides 
greater return for each unit of systematic risk taken. It is best suited for 
well-diversified portfolios where unsystematic risk is negligible.

• Use in Portfolio Evaluation It helps investors compare performance relative 
to market risk and is ideal for comparing portfolios exposed to different 
levels of market volatility.



• Jensen’s Alpha

• Concept Jensen’s Alpha, developed by Michael Jensen, measures the 
excess return of a portfolio over the expected return predicted by the 
Capital Asset Pricing Model (CAPM). It reflects the portfolio manager’s 
ability to generate returns above market expectations.

• Formula Alpha (α) = Rp − [Rf + βp × (Rm − Rf)]
• Rm = Market return
• Rp = Portfolio return
• βp = Beta of portfolio

• Interpretation A positive alpha indicates the portfolio outperformed the 
expected return based on its beta, reflecting superior management. A 
negative alpha shows underperformance.

• Use in Portfolio Evaluation Jensen’s Alpha is widely used to assess the skill 
of portfolio managers, as it isolates returns attributable to managerial 
decisions rather than market movements.



Performance 
Measure

Developer Formula Risk Considered Interpretation Best Use

Sharpe Ratio
William F. 
Sharpe

(Rp − Rf) / σp
Total risk (standard 
deviation of 
portfolio returns)

Measures excess return per 
unit of total risk. Higher 
value = better risk-adjusted 
performance.

Useful for comparing 
undiversified or total-
risk portfolios.

Treynor 
Ratio

Jack 
Treynor

(Rp − Rf) / βp
Systematic risk 
only (market risk 
measured by beta)

Measures excess return per 
unit of market risk. Higher 
value = better performance 
relative to market risk.

Best for well-
diversified portfolios 
where unsystematic 
risk is negligible.

Jensen’s 
Alpha

Michael 
Jensen

α = Rp − [Rf + βp ×
(Rm − Rf)]

Systematic risk 
only (beta used in 
CAPM)

Measures excess return 
above expected return from 
CAPM. Positive alpha = 
outperformance; negative 
alpha = underperformance.

Evaluates portfolio 
manager skill in 
generating returns 
above market 
expectations.



14 the structure, types, and functioning of Mutual Funds in
India. Discuss their role in portfolio diversification and investor
protection

• Mutual Funds in India

• Structure of Mutual Funds

• Sponsor/Promoter The sponsor is the entity that establishes the mutual fund and
provides initial capital. It is responsible for setting up the fund and selecting
trustees.

• Trustees Trustees oversee the fund’s operations to ensure compliance with SEBI
regulations. They act in the interest of investors and safeguard their rights.

• Asset Management Company (AMC) AMC manages the investment portfolio of
the fund. Professional fund managers make decisions about selecting securities,
asset allocation, and risk management.

• Custodian The custodian holds the fund’s securities in safe custody and ensures
proper settlement of transactions.

• Regulator (SEBI) SEBI regulates mutual funds, approves schemes, monitors
compliance, and protects investor interests.



• Types of Mutual Funds in India

• Equity Funds Invest primarily in shares of companies. Suitable for long-
term wealth creation and higher returns, but carry higher risk.

• Debt Funds Invest in fixed-income securities like bonds and government
securities. They are less risky and provide regular income.

• Hybrid Funds Invest in both equity and debt instruments to balance risk
and return.

• Money Market Funds / Liquid Funds Invest in short-term instruments like
treasury bills, commercial paper, and certificates of deposit. Highly liquid
and low risk.

• Sectoral/Thematic Funds Invest in specific sectors or themes, such as IT,
healthcare, or infrastructure. Risk is higher due to concentration in one
sector.

• Index Funds / ETFs Track a particular market index. They offer
diversification at lower costs and are passively managed.



• Functioning of Mutual Funds

• Pooling of Funds Investors contribute money into a common pool, which is
then invested in a diversified portfolio of securities.

• Professional Management Fund managers use research, analysis, and
market knowledge to select investments according to the fund’s objective.

• NAV Calculation The Net Asset Value (NAV) represents the per-unit value
of the mutual fund and is calculated daily based on market prices of
underlying assets.

• Redemption and Purchase Investors can buy units at NAV and redeem
them when needed. Open-ended funds allow continuous buying and
selling, whereas closed-ended funds have a fixed maturity.

• Income Distribution Mutual funds distribute returns to investors in the
form of dividends or capital gains.



• Role in Portfolio Diversification and Investor Protection

• Diversification Mutual funds invest in a wide variety of securities across
sectors and asset classes, reducing unsystematic risk for individual
investors.

• Professional Management Experienced fund managers make informed
decisions on asset allocation, security selection, and risk control, reducing
individual decision-making burden.

• Liquidity Most mutual funds offer easy entry and exit, ensuring investors
can access their money when needed.

• Regulatory Protection SEBI regulations ensure transparency, proper
disclosure, and adherence to investment guidelines, protecting investors
from fraud or mismanagement.

• Cost Efficiency Pooling funds allows small investors to access a diversified
portfolio at lower costs than individual investing.


