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Abstract 

There is frequently a risk of investments. Investors, for example, are given benefits such as 

value for money and diversification through an investment method such as Mutual Funds 

but also risky ones. An investor can better mitigate risks in the mutual fund by learning 

more and practising mitigation strategies. The main reason for the volatility of an 

investment in mutual funds is that they invest in various investment instruments, including 

debt, equity, and corporate bonds. As these investment tools fluctuate due to various 

factors, there may be losses for investors. The NAV mainly causes the decrease of these 

investments. Investors from the mutual fund, on the other hand, will benefit from the 

investment tool's risk-reward scheme by recognising the risk of mutual funds in advance. 

The general conviction is that more significant risks must be taken to get higher returns. 

Sadly, the opposite is not valid: taking a high risk does not always lead to a high return. It 

is not wrong to take a high risk, but tricks are necessary to reduce investment risks. In this 

paper, we have achieved the result of a reduction in the risk in mutual funds. 
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1. Introduction  

A mutual fund (MF) is a monetary mediator that incorporates investor assets into a 

diversified stockportfolio. A fund is "mutual" as the fund investors share all its profits, minus 

its expenses. The 1996 Regulation of the Securities and Exchange Board of India describes a 

mutual fund as a "fund set up in a trust to raise cash by selling parts to the public or a public 

segment belowsome or more securities investment schemes including cash market 

mechanisms. In India, a mutual fund can exploit capital by selling units to the investor. Under 

the definition described above. It can be formed under the Indian Trust Act in the form of a 

trust. Further expanded the concept by enabling mutual funds to spread their actions in 

different parts such as portfolio management, foreign funds fund administration, guidance for 

foreign funds, provident funds or pension management, the endeavour capital funds’ 

management, management of cash market funds, supervision of real estate funds, etc. A 

mutual fund makes the connection between the investor and the financial markets by 

mobilising the investors' assets and investing them into the stock market. A mutual fund is, 

therefore, like portfolio services. While they are both theoretically similar, they vary. 

Portfolio management services are provided to individuals with high net worth; their 

investment is handled separately, taking account of their risk profile. In the case of mutual 

funds, a system combined the contributions of small investors, and the dividends are 

distributed as often as the investors/unitholders. A joint savings plan is a mutual fund. M F 

performs a significant part in organising small investor reserves and channelling them into 

Indian economy productivity. In the year 1963, at the Indian Government and the RBI 

program, the mutual fund business in the Republic of India commenced by establishing an 

Indian trust Unit. In India, the past of mutual funds in four distinct phases is widely divided: 
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1.1 First Phase - 1964-1987 

 In 1963, a Parliament Act set up the Unit Trust of India (UTI). It was established by 

the Reserve Bank of India and was subject to the supervision and supervisory control of the 

Indian Reserve Bank. In 1978, UTI was unbundled by the Reserve Bank of India was brought 

on by the Industrial Development Bank of India (IDBI). Unit Scheme 1964 was the first 

proposal introduced by UTI. It had Rs. Six thousand seven hundred crores holdings under 

administration at the close of 1988. 

1.2 Second Phase (Entrance of Public Region Mutual Funds) - 1987-1993 

 The year 1987 observed the LIC's admittance (Life Insurance Corporation of India), 

government mutual funds formed by the General Insurance Corporation of India (GIC) and 

government banks. The initial non-UTI reciprocal fund was set up in June 1987 and was 

followed by the National Mutual Fund of Punjab (Aug. 89) and the Mutual Fund of Canara 

bank (Dec. 87), the Mutual Fund of Indian Bank (Nov.1989), the Bank of India (June 90) and 

the Mutual Fund of Baroda (Oct 1992). In June 89, LIC introduced its mutual fund, while in 

December 1990, GIC formed its mutual fund. At the end of the year 1993, funds of Rs. The 

mutual fund industry administered Forty-seven thousand four crores. 

1.3 Third Phase (Entrance of Private Region Mutual Funds) - 1993-2003 

 A new-found era has begun in India's mutual fund sector with the introduction of 

private-region funds in 1993, providing depositors of India a greater possibility of fund 

groups. The year 1993 was also the year in which the first regulations on mutual funds were 

created to regulate and register all mutual funds, not including UTI. The first private-sector 

MF listed in July 1993 was the earlier Kothari Pioneer (now combined with Franklin 

Templeton). In 1996, a more detailed and updated Mutual Fund Regulation was created in the 

SEBI (Mutual Fund) 1993 regulation. The industry now operates by the 1996 SEBI rules. 

There have been growing numbers of mutual funds houses, with several international mutual 

funds establishing funds in India and many fusions and purchases occurring in the industry. 

As of the ending of Jan 2003, Rs. 1,21,805 crores had cumulative holdings of 33 mutual 

funds, with Rs. Forty-four thousand five hundred forty-one crores, the UTI was well ahead of 

other mutual funds. 

1.4 Fourth Phase - Since Feb. 2003 

 UTI was bifurcated into two independent bodies in Feb. 2003, following the abolition 

of the UTI Act 1963. First is the Defined Unit Trust of India, operated by Rs. 29,835 Crores, 

reflecting in general US 64's properties, guaranteed returns, and some additional schemes, as 

of the end of January 2003. Specified UTI functions under a manager and the Indian 

government regulations and is not subject to the Mutual Fund's regulations. 

 

 The second was the PNB, BOB, SBI, and LIC-funded UTI Mutual Fund. It is 

registered with SEBI and manages by the regulations of the Mutual Fund. The mutual fund 

business has reached its present stage of merging and growth, thanks to the previous UTI 

division that in Mar 2000 had over Rs. Seventy-six thousand crores under management, and 

the creation of a Mutual Fund of UTI following the Regulations of SEBI MF and the latest 

merger among various private sector funds.
1
 

                                                 
1

Mutual Fund History. AMFI Monthly. (2013). Association of Mutual Funds in India. https://www.amfiindia.com/research-information/mf-

history. 

http://www.skirec.org/


 

Journal on Banking Financial Services & Insurance Research 
Vol. 9, Issue 1,   January  2019,  Impact Factor: 5.596         ISSN: (2231-4288) 
      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 

 

 
An International Double-Blind, Peer Reviewed, Refereed Open Access Journal - Included in the International Indexing Directories 

 
Page 29 

2 Mutual Fund Service System (MFSS) 

 Now it has become simpler for investors to purchase and sell mutual funds. The 

Mutual Fund Service System (MFSS) offered by NSE is now available to investors wishing 

to subscribe or redeem the mutual fund scheme's units. The service was launched by 

Chairman, Mr C Bhave, Securities Exchange Board of India (SEBI), on 30 November 2009. 

Both stock exchange markets, NSE and BSE, adopted this. The MFSS is an online directive 

collection system offered by the National Stock Exchange to their qualified participants in the 

MFSS on the ground of orders obtained from investors to place subscription or redemption 

orders. One should account for deposit and Exchange in a broker, and the related MFSS 

agreements should also be concluded. 

 Participants can collect the MFSS from 9 AM to 3 PM.  The MFSS of NSE allows 

both buying and selling orders to be made more convenient. Member would be able to 

position purchase orders to subscribe to units. A member seeking to sell mutual fund units 

would have to put sales orders on the framework. Participants are allowed to choose between 

physical and depository mode when their MFSS subscription/redemption requests are placed. 

Based on the order-to-order, all orders are paid on the date of trade + 1 working day. Subject 

to completing the procedure, HUF, individuals, and Body Corporate may participate in 

MFSS. The guardian should comply with the KYC if a minor is involved. 

 For any order that includes a timestamp of the order placed on the system favouring 

the investor, the system generates an order confirmation clip. The member shall be provided 

to the investor with the order confirmation slip produced through the system and shall be 

final proof of the transaction. Commerce NSE members of the Association of Mutual Funds 

of India (AMFI) who have obtained an AMFI Registration Number (ARN) shall be entitled to 

participate in MFSS. Also, qualifying participants must register with the Mutual Fund 

Corporation as a distributor. Eligible participants will then only be able to place orders for 

Mutual Fund Firms if they registered as a dealer. 

 Until now, a mutual fund investor had to recognise a mutual fund distributor and send 

all documentation, including a payment instrument for a distributor, or, where appropriate, to 

Mutual Fund/AMC/RTA directly. The application for contribution/redemption would 

subsequently be handled. Only by direct communications from the mutual fund/AMC/RTA, 

the investor would be aware of the application's status. The MFSS offers investors the chance 

to negotiate with SEBI-registered NSE members qualified for subscription/recompensating 

units to participate in the MFSS. Participants would enter the order into the MFSS. Until the 

time limit of order acceptance is, i.e., until 3:00 PM, the investor could know order details 

and change the order details. Also, the inversions will be aware of the legitimacy of his order 

and the worth of his account for the units. 

The advantages of using MFSS for mutual fund participation: 

 A single view of its portfolio can be obtained from investors in many properties, such 

as shares, mutual funds, etc. 

 Investors may get services for various asset classes from the same intermediary. 

 As the movement of the money is reduced, investors could optimise their investment 

decisions. 

 The investor will be able to negotiate on payments for provided services. 

 Paperwork decline. 

 Transparency in order information until conflicts have been minimised. 
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 Determination of grievances in the event of a failure of the member's service. 

 Asset Management Companies (AMC) are keen to make MFSS deals with Exchange, 

and only schemes like those of such AMCs are accessible on MFSS to their current and 

potential customers. All schemes on MFSS will be available to notify participants and 

investors from time to time by issuing circulars. Only trading members with AMFI 

Registration Number (ARN) from the Association of Mutual Funds of India (AMFI) is liable 

for MFSS. Also, members qualifying must register for the Mutual Fund Business as 

distributors. That is why only mutual fund companies may qualify members to place an order 

where the dealer has licensed. Suppose you already use the NSE membership services for 

your other investment criteria and already have one or more reciprocal fund units. In that 

case, you may need to sign a consent letter for your participation in MFSS. You could then 

order your subscription/redeemed by fulfilling the applicable conditions for such an order. 

Customer information in MFSS should be precisely consistent with the account holders' name 

on the Demat account to deal with MFSS. In other terms, if X and Y hold a Demat account in 

a standard account, the customer details to be given to the member for placing orders on 

MFSS will be that of X and Y. 

 Each investment company that invests over Rs. 50,000 in an MF has to complete the 

KYC procedure. A combineddiscussion to conduct the KYC procedure on behalf of all 

Mutual Funds was facilitated by the Association of Mutual Funds of India (AMFI). When 

completing KYC in any respect, the investor wants to create a copy of the acknowledgement 

when first investing with the Mutual Fund. For each mutual fund, the process of KYC must 

not be repeated individually. Investors either have a physical or demat option of keeping 

units. However, it would be suitable to keep the units in Demat shape for ease of use and 

simplicity of entry and exit. If you already have a Demat account used to store your shares, it 

can also be used as a Demat for holding units. After you have received complete information 

from you, the member can provide you with a Unique Client Code (UCC). This UCC is a 

significant point of reference for you. The member may either allocate the same UCC to 

Equity/F&O or assign another UCC to the MFSS. 

 For a subscription order, it is required that you enter the name of the mutual fund, the 

title of the plan, the price (i.e., the cash) you expect to participate, be it unit in physical form 

or demat form, be it new (first-time investor for a mutual fund firm) or additional. If you 

select a buy option, the current folio number must also be provided. Place orders from 9.00 

AM to 3.00 PM. You will be able to ask your member to correct your mistake if you cancel 

your order within this time frame or put a new order entirely. The rate at which the units are 

allocated is the rate for all purchases issued up to 3:00 PM—Net Asset Value (NAV) on a 

working day. Illustratively, you will receive 10000 units allocated to you by investing Rs. 1 

Lakh, Rs. 10/- by NAV of the scheme. 

Mutual Funds subscriptions through MFSS must make a payment to the member by 

check/demand draught, necessarily. Member is only obliged to put an order in member's 

account if a precise balance is available from our end. After the order approval date has been 

closed, Exchange will provide information to Mutual Fund/RTA/AMC and the validation 

depository. When receiving valid orders from all these bodies, on T+1 (currently 

approximately 10 AM) as per the settlement calendar, Exchange will debit the Member's 

Settlement Account for all relevant orders and pass the cash to the Mutual Fund 

Company/AMC concerned. Afterwards, the Mutual Fund/RTA/AMC will manage the Demat 

account by completing the day for the subscription request and credit units. Which physically 

signed up for units, the subscription form and documentation such as a PAN copy of all 
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holders must be sent by the member to the Mutual Fund/RTA, effectively, before 4.00 PM. 

The order information received and the approved order information will be validated and 

returned to Exchange, centred on request data sent to Trade Mutual Fund/RTA. The 

Exchange will debit the member's funds only regarding the valid orders on the settlement 

account. If RTA/Mutual Fund orders are not received, the papers will be invalidated. Trading 

participants would be given information on invalid orders, and the investor would be 

informed. Once ordered on the MFSS, the member will be able to immediately validate the 

investor's order information. A member could issue the confirmation memo containing details 

such as mutual fund, scheme, subscription value, physical / Demat, brokering, and the 

relevant service tax by the day-end. The member would also express the refusal in cases of 

denial of the order. In the case of a Demat unit, you must note the name, plan, and number of 

Units to be converted when you place an order to redeem them. If an order is placed on 

MFSS, members will be able to immediately confirm the investor's order information. 

Member may issue a transaction at the close of the day and memo of clarification with details 

such as mutual funds, scheme, subscription value, the relevant mode of physical/Demat, 

broking, and service levy. If the order is rejected, the participant will also be informed of the 

reason for the rejection. 

 To convert units in Demat form, it is recommended to pass units into the 'National 

Securities Clearing Corporation' (NSCCL) pool account. You mustverify that you have 

provided your participant depository with adequate distribution instructions and confirm that 

units were transferred to NSCCL before 4.30 PM. The NSCCL will move units in their pool 

account to the pool account of the affected AMC/RTA on the T+1 day at the specified time. 

AMC/RTA will process the transaction day NAV reimbursement application and credit the 

proceeds directly to the investors' account. In regard of the basic unit, redemption orders are 

put, all along with the documentscontaining the account declaration issued by the mutual 

fund reflected in the unit, on receipt regarding grid redemption application form by the 

member. Member must submit Mutual Fund/RTA documents. The MF/RTA will then deal 

with the demand for redemption and directly transfer the payment to the lender. Where 

physical documentation does not meet RTA/MF, the order may be invalidated within the time 

limit specified for the reason. No regulatory limits are in the lender's payment fees for MFSS 

facilities. However, the stockholder and the participant can agree unanimously on 

brokerage/comfort reasons-related services and agree on terms and conditions of charge in 

writing. Service tax will apply to charges so levied by the member.  Changes to personal data 

should be explicitly reported to the Mutual Fund concerned and the main KYC website of 

AMFI. MFSS can only be used as a subscription system or as a redemption system. For 

dispute settlement concerning the broker's service, the investor may approach Exchange's 

investor services cell. For Demat transactions, the highest value of a particulardemand or 

subscription is fixed at Rs.1 Crore, and the number of orders that can be assigned is not 

limited. Though, an overall limit of Rs.100,000/- per order has been maintained concerning 

the physical unit restitution.
2
 

 

 

 

 

                                                 
2

About Mutual Funds: MFSS. (2019). National Stock Exchange of India Limited. https://www.nseindia.com/products-services/mf-about-

mfss 
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3 Risk in Mutual Funds: 

 The primary explanation for risking investment in mutual funds lies in the fact that 

they bring capital into several investment instruments – including equity, debt, and 

corporate bonds. As the prices of such assets appear to fluctuate because of various 

factors, investors can be less prone. The decline in these investments is mainly due to the 

NAV. However, investors in mutual funds may use the investment tool's risk-reward 

scheme by prioritising the risk in mutual funds. 

3.1  Types of Risk in Mutual Funds:  

The risks in Mutual Funds are broadly classified into two parts as given below. 

3.1.1. Risks involved with equity mutual funds: 

 Volatility Risk 
 

In general, equity-based funds are investing in stock-listed company shares. These 

capitals' valuation is conditional on firms' productivity, which is also encouraged 

by the prevalent microeconomic factors. These involvealtering government 

regulations, RBI policies, SEBI rules, the business cycle, etc. These factors may 

significantly influence inventory prices and increase or decrease share value.  

 

 Liquidity Risk  

 Mutual funds, such as ELSS, also bear liquidity risks for a long and rigid 

lock-in duration. Such a risk means that investors usually find it difficult to recover 

their investments without loss. ELSS, for example, has a rigid lock-in cycle in 

which investors are unable to do anything with investments. They often lack 

investors on the market makes it difficult for investments to be redeemed when the 

investor considers it appropriate. 

 

3.1.2  Risks involved with debt mutual funds: 

 Interest risk 
  Interest risks for investments in mutual funds are reflected over the investment 

period in varying interest values. It is primarily embedded in unstable capital at the end of 

the investment horizon, which an investor is likely to gain. In other words, the price of the 

debt instrument will also change if the interest rate increases. For instance, as the rate of 

interest rises, the bond price and, in its turn, the bond value often decreases.  

 Credit risk 
  Credit risk in investment of the mutual fund is due mainly to a situation in which 

the scheme's issuer does not pay promised interest. For debt funds, fund managers usually 

include high-credit investment-grade securities. To increase the return yield, however, 

lower credit-rated securities are included in the fund manager. This also raises the 

likelihood that you will not be paid according to the promise. 

 Inflation Risk 
  The risk of losing purchasing power can best be represented, mainly because of the 

increasing inflation rate. Investors are usually exposed to the consequences of this danger if 

http://www.skirec.org/


 

Journal on Banking Financial Services & Insurance Research 
Vol. 9, Issue 1,   January  2019,  Impact Factor: 5.596         ISSN: (2231-4288) 
      www.skirec.org                                                      Email Id: skirec.org@gmail.com 

 

 

 
An International Double-Blind, Peer Reviewed, Refereed Open Access Journal - Included in the International Indexing Directories 

 
Page 33 

the investment income rate fails to match the rising inflationary rate. If, for example, the 

return rate is 5% and the inflation rate is 3%, the returns are left to investors of only 2%.  

 Concentration risk 
  Investors are similarly at risk from this mutual fund. It is describable when 

investors appear, in a single investing scheme or in one field, to put all their capital. 

Investing in stocks alone, for example, also carries a significant risk of capital loss when 

caught in poor market conditions. 

 Currency Risk 
  The above-stated risk concerns the fear of a decline in the exchange rate reducing 

the return on investment. It is expected that if the value of funds denominated in foreign 

currencies rises, it will lead to a fall in foreign money. When exchanged for INR, it will 

directly reduce the return rate. 

 Rebalancing risk 

 Investment in mutual funds is always re-equalised and closely supervised by the 

fund managers. Average refunds are often supported by the likelihood of losing their 

investments' growth opportunities. While there are many risks involved with mutual funds, 

they can be mitigated intelligently by preparing their investments.
3
 

 

4. Tips to reduce Risks Associated with Mutual Funds. 

By following these guidelines, the effect of mutual fund risks can be effectively 

mitigated: 

 Build a portfolio that matches the risk appetite. 

One of the effective ways to avoid the most risks involved with mutual funds is to 

invest in a profile that coincides with investors' capacity to take risks. Before choosing a 

particular scheme of a mutual fund, weighting factors such as age, risk appetite, financial 

position, and financial objectives must be carried out. For example, people with a low-risk 

appetite and a long-term financial objective would find a balanced portfolio with an 

effective combination of debt and equity. 

 Invest through Systematic Investment Plan (SIP) 

Investors can spread the risk burden considerably through this investment path. 

Investors can effectively reduce their investment costs with characteristics such as average 

rupee costs and the power of compounding. 

 Invest through STP. 
This path also helps spread the risk of investment by mutual funds over a period 

and reduces the overall cost of investments. Together, it helps to address the effects of an 

overvalued sector. The move from one fund to another allows investors to merge profits 

and decrease associated costs successfully. 

 

 

 

                                                 
3 Thune, K. (2020). Average Returns for Mutual Funds: Annual vs Annualized Returns. The balance. 

https://www.thebalance.com/good-annual-mutual-fund-return-4767418 
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 Diversify the portfolio.  

  To efficiently balance the portfolio's risk-reward ratio and related market risks, 

allocate investment through sectors and asset classes such as debt, cash equivalents, shares, 

etc. Investors can thus diversify their portfolio by contributing to risk appetite, time 

horizons, and financial objectives. For example, investors should invest their money in debt 

schemes to protect capital and secure returns from achieving short-term objectives. 

Otherwise, investors can find equity-mutual funds more proficient because of their sizeable 

risk-reward factor for long-term objectives.
4
 

Conclusion: 

There are two stages to the mutual fund scheme. 1. Interior analysis; 2. exterior analysis. 

There is a disclaimer that in the mutual fund industry, one can see over and over: 'Investment 

from mutual funds is subject to market risks.' "All scheme documents read carefully." 

Similarly, the disclaimer that "developing this material only is to be studied" is also in our MF 

discussion. The same applies to publicly accessible information and should not be interpreted 

as investing advice. Readers should seek advice from their business advisors before making up 

any investment conclusions based on the opinions expressed in this article. The material 

provider is not responsible for the use of this information in any way." Finally, direct mutual 

fund plans are advantageous to investors who decide to invest directly with the AMC in 

mutual fund schemes without using the broker/intermediary fund. This help investment by 

lowering their cost ratio, which will increase their return. An investor should research before 

investing in any scheme. A regular mutual fund strategy is suitable for an investor who wants 

no analysis before selecting a scheme and whose investment horizon for a short period is 

short. 
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