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                Disclaimer:This book contains information regarding general personal finance that is based on author’s own knowledge and experiences. It is published for general reference and is not intended to be a substitute for independent verification by a professional financial planner or accountant. The publisher and the author disclaim any personal liability, either directly or indirectly, for the information contained within. Although the author and the publisher have made every effort to ensure the accuracy and completeness of the information contained within, we assume no responsibility of errors, inaccuracies, omissions and inconsistencies.

 

   

  Over the past few decades, Americans have increasingly turned to mutual funds as a way of saving for retirement and achieving other financial goals. 
  Mutual funds offer the diversification of your portfolio with the perhaps added advantage of professional investment management. A lot of beginners will consider professional management to be a benefit.

 

  However, as with any other investment choice, mutual fund investment does come with its share of risks and drawbacks. The fees and taxes involved usually diminish the overall return on investment of the fund. 

 

  Before investing in any fund, it pays to understand the upsides and downsides of the plan as well as how to identify the investment vehicle that matches your goals and ability to tolerate risk. 

 

  This book explains the basics of what mutual funds are, the different types available, how they work, factors to consider before investing in them, making wise investments, and industry regulations.
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                Mutual fund investing has only grown in popularity over the past couple of decades. This investment option is popular because it makes it easier for smaller investors to place their money in a diversified pool of securities.

 

  As mutual fund investments evolve over time, many questions have come up concerning their nature of operation as well as the features of these funds.
  By definition, a mutual fund is a pool of money that is managed for several investors by a professional finance manager. The manager is given the responsibility of investing the money on stocks, bonds and other securities based on the specific investment goals that have been established for the fund. 
  When you invest in a mutual fund, you will receive shares in return for your money. The more shares you purchase, the higher percentage of the fund you will own.

 

  On the other hand, the fund manager charges a commission based on the value of the fund’s assets in return for managing and administering the fund and its investment portfolio.

 

  Mutual funds are typically open-ended investment funds, meaning that new investors can come on board and contribute to the pool at any time. 
  Existing investors can also reinvest their shares into the pool or redeem them at any time. When you choose to redeem your shares from the fund, you will receive a check based on the current market value of the fund’s portfolio.

 

  
  The Structure Of Mutual Funds

  A mutual fund is structured like a corporation or a business trust. This means that like any other corporation, mutual funds are owned by the shareholders. 
  These funds are externally managed, so they do not have employees. Instead, mutual funds are run by affiliate organizations and independent contractors. 
  Here are the parties that are involved in the running and operation of a mutual fund.
  -The mutual fund manager: He is responsible for establishing the mutual fund, marketing and overseeing its general administration.
  -Portfolio adviser: This is the professional finance manager appointed by the Fund Manager to oversee the fund’s investment options. The mutual fund manager can also act as the portfolio adviser.
  -Principal Distributor: This person is responsible for coordinating the sale of the funds to investors directly or through registered dealers.
  -Custodian: This is the bank of the trust company appointed by the Mutual Fund Manager to hold the securities owned by the fund.
  -Transfer agent and registrar: This person is responsible for maintaining the list of investors or shareholders in the fund.
  -Auditor: This is an independent auditor contracted by the mutual fund manager to conduct an annual audit and provide a report on the fund’s financial statement.
  -Trustee: This is the entity that has the title to the fund’s securities on behalf of the shareholders in cases where the funds are organized as trusts rather than corporations

 

  
  Characteristics Of Mutual Funds



  
    

  

  Some key distinguishing features of mutual funds include:
  -As an investor, you will purchase mutual fund shares directly from the fund or through a broker rather than from secondary investors on a secondary market such as Nasdaq or New York Stock Exchange.
  -The price that you will pay for your shares is the fund’s per share “net asset value” (NAV) and any shareholder fee that the fund will impose at the time of purchase such as sales loads.
  -You can “redeem” your mutual fund shares by selling your shares back to the fund or to a broker acting on behalf of the fund.
  -Generally, mutual funds accommodate new investors by creating and selling new shares. In other words, shares are sold on a continuous basis. However, some funds may stop selling when they become too large.
  -Mutual funds’ investment portfolios are managed by separate entities referred to as “investment advisers” that are registered with the Securities and Exchange Commission (SEC).
  The Advantages And Disadvantages Of Investing In Mutual Funds
  Every investment comes with its share of pros and cons. However, it is important to note that the features that are attractive to one investor may not be appealing to you. For most investors, mutual funds are an attractive investment platform because of the following features.

 

  
  A. Professional Management

  Even under ideal market conditions, it takes a skilled and experienced investor to make the right investment decisions, and additional commitment of time to monitor those investments on a regular basis.
  Through mutual funds, professional investors manage a portfolio of securities on a full time basis on your behalf, deciding the best securities to buy and sell after extensive research. 
  These investors take their time to find investments that best match the fund’s objectives. As the markets and economic conditions change, these investors adjust the mix of the fund’s investments to ensure that they are in line with the fund’s goals.














