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When money is brought together, like a lot of things in
life, its power increases. Mutual Funds are an example
of pooling money together with other investors and
making it grow by leaps and bounds. In this book, we
try and simplify the world of Mutual Funds for you.

Understanding Mutual Funds

A Mutual Fund is usually referred to as an investment vehicle that is made up
of a pool of funds collected from many investors like you, for the purpose of
investing in securities such as stocks, bonds, money market instruments and similar
assets. Mutual Funds are operated by investment professionals, who invest the
fund’s capital and attempt to produce capital gains and income for the fund’s
investors. A Mutual Fund’s portfolio is structured and maintained to match the
investment objectives stated in its prospectus. When money is pooled, it creates
greater buying power; thus making it possible for you to invest in a wider range of
investments. Each investor in a fund owns shares that represent a part of a fund’s
portfolio holdings.

The Net Asset Value of Fund (NAV) is calculated as:

NAV: Assets of the fund - Liabilities of the fund
No. of units issued

What are the fees?

There are various charges and fees like management fees, entry fee or sale charge,
custodian fees etc. All charges and fees are explained in greater detail in the fund’s
fact sheet.

Let’s try and understand
Mutual Funds in a simpler way

You walk into a patisserie and feel like
trying out the mango, strawberry and
blueberry desserts.
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Each dessert is expensive and you will
have to pay a lot of money if you want
to buy and enjoy each of them.
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Or, you can invite two other friends
who would like to try out the
same flavours.
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Together, you can each buy one flavour
and share your desserts.
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This way, each of you has paid a small amount, but gotten to enjoy all three flavours.
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This is exactly how Mutual Funds work. Everyone stands to benefit from a
mix of different investments.
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Types of Mutual Funds

Under a broad spectrum, Mutual Funds can be divided into four main categories.

Equity Funds

The most common type of Mutual Funds, Equity Funds consist mainly of stock
investments and can be invested globally, regionally or in single countries. Equity
Funds mostly focus on a particular type of investment strategy, such as Growth,
Value, Large Caps and Small Caps or are based around themes such as Property,
Energy and Healthcare.

Income Funds

Income Funds, commonly known as Fixed-income Funds aim to provide current
income on a steady basis by investing mainly in debt instruments including
Government Bonds, Corporate Bonds or Mortgage-backed Securities. While fund
holdings may appreciate in value, the primary objective of these funds is to provide
a steady cash flow to investors. Though they also carry risks, these funds are likely
to pay higher returns than certificates of deposit and money market investments.

Money Market Funds

Generally known as the safest, Money Market Funds seek to maintain a stable
Net Asset Value by investing in the short-term, high-grade securities sold in
the money market. These include Treasury Bills, Certificates of Deposit and
Commercial Paper. Though they don’t offer great returns, there is also no risk
of losing the principal.

Closed-end Fund vs Open-end Fund

A Closed-end Fund is a publicly traded investment company that raises a fixed
amount of capital through an Initial Public Offering (IPO). The fund is then
structured, listed and traded like a stock on a stock exchange.

Open-end products may represent a safer choice than Closed-end Funds but the
closed-end products might produce a better return, combining both dividend
payments and capital appreciation. Of course, investors should always compare
individual products within an asset class; some Open-end Funds may be more risky
than some Closed-end Funds.

Hedge Funds

A Hedge Fund is an aggressively managed portfolio of investments that uses
advanced investment strategies such as leveraged, long, short and derivative
positions in both domestic and international markets with the goal of generating
high returns (either in an absolute sense or over a specified market benchmark).

Legally, Hedge Funds are most often set up as private investment partnerships that
are open to a limited number of investors and require a very large initial minimum
investment. Investments in Hedge Funds are illiquid as they often require investors
to keep their money in the fund for at least one year. Though they are privately
owned and operated, Hedge Funds are subject to the regulatory restrictions of
their respective countries.

Hedge Funds are often open-end and allow additions or withdrawals by their investors.
A Hedge Fund’s value is calculated as a share of the fund’s Net Asset Value, meaning
that increases and decreases in the value of the fund’s investment assets (and fund
expenses) are directly reflected in the amount an investor can later withdraw.

Hedge Fund managers typically invest money of their own in the fund they manage,
which serves to align their own interests with those of the investors in the fund.

Other types of Mutual Funds

Balanced Funds: These funds provide a balanced mixture of safety, income
and capital appreciation and aim to invest in a combination of fixed income
and equities.

Global and International Funds: While international funds invest only
outside your home country, global funds invest anywhere around the world,
including your home country.

Specialty Funds: These include sector, regional and socially-responsible
funds and forgo broad diversification to concentrate on a certain segment
of the economy.

Index Funds: An Index Fund replicates the market return and benefits
investors in the form of low fees. It is said to provide broad market exposure,
low operating expenses and low portfolio turnover.
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Advantages

Diversification

A Mutual Fund can provide instant asset diversification without large
amounts of cash needed to create individual portfolios. It allows you to
buy a fund which invests in global equity and bond markets with lesser
investment than usual. The investment risk potentially reduces the volatility
of your portfolio because it is spread over many securities.

Professional Management

A team of skilled, experienced investment professionals will be working to
manage the funds on your behalf.

Liquidity
In general, you are able to sell your Mutual Funds in a short period of time

without there being much difference between the sale price and the most
current market value.

Divisibility

With Mutual Funds, you can buy in smaller denominations, enabling you
to get in and start investing with minimum amount of funds. Smaller
denominations of Mutual Funds provide Mutual Fund investors the ability
to make periodic investments through monthly purchase plans while taking
advantage of Dollar Cost Averaging.
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Understanding Risks

Upon investing in a Mutual Fund, a prospectus detailing the risks involved in Mutual
Funds will be given to you. It is imperative that you go through this document
completely, so that you are aware of all the general and specific risks involved.

Applicable to all kinds of Mutual Funds, this risk sees value
Market Risk of investments declining because of unavoidable risks that
affect the entire market.

Applicable to foreign investments, this risk may cause the
value of a foreign investment to decline because of political
changes or instability in the country where the investment
was issued.

Country Risk
The selection of Mutual Funds would depend on your investment profile, i.e. appetite

for risk and your investment goals. You do not have to guess your profile.

There are sophisticated tools available in the market that generate your profile

Y Liquidity Risk The fund can't sell an investment that’s declining in value

because there are no buyers.

Our proprietary tool helps us understand the type of investor you are, either cautious,
moderate or adventurous and suggests a right solution for you. If a bond issuer can’t repay a bond, it may end up being a

Credit Risk worthless investment.

Applicable on investments denominated in a foreign
Currency Risk currency, this risk will cause the fund to lose value as the
other currency depreciates.

Interest Rate This risk causes the value of fixed income securities to fall
{4 when interest rates rise.

Page 8 > Emirates NBD > Mutual Funds Handbook Emirates NBD > Mutual Funds Handbook > Page 9




Ownership

With units of a Mutual
Fund, you don't invest
in the Mutual Fund
company itself, but in
the fund’s portfolio of
investments, along with
a pool of other investors

Difference between Mutual Fund and a Stock

A unit of stock represents
partial ownership in a
company, regardless of
whether it is 1 unit you own
or 1,000

Profits

A Mutual Fund investor
will seek profit from a
collective group of stocks

A stock investor will hope
for gains from units of a
single company

Risks

The overall risk factor for
the Mutual Fund investor
is lower than that for the
stock investor

Stock investing has more
associated risk, as you are
relying on the performance
of only one company
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Glossary of Investment Terms

Alpha

A measure of performance on a risk-adjusted basis. Alpha takes the volatility (price
risk) of a Mutual Fund and compares its risk-adjusted performance to a benchmark
index. The excess return of the fund, relative to the return of the benchmark index
is a fund’s alpha.

Arbitrage

The simultaneous purchase and sale of an asset in order to profit from a difference
in the price. It is a trade that profits by exploiting price differences of identical or
similar financial instruments, on different markets or in different forms. Arbitrage
exists as a result of market inefficiencies; it provides a mechanism to ensure prices
do not deviate substantially from fair value for long periods of time.

Beta

A measure of the volatility, or systematic risk, of a security or a portfolio in
comparison to the market as a whole. Beta is used in the Capital Asset Pricing
Model (CAPM), a model that calculates the expected return of an asset based on
its beta and expected market returns. Also known as ‘Beta Coefficient’.

Beta is calculated using regression analysis, and you can think of beta as the
tendency of a security’s returns to respond to swings in the market. A beta of 1
indicates that the security’s price will move with the market. A beta of less than 1
means that the security will be less volatile than the market. A beta of greater
than 1 indicates that the security’s price will be more volatile than the market.
For example, if a stock’s beta is 1.2, it's theoretically 20% more volatile than
the market.

Many utilities stocks have a beta of less than 1. Conversely, most high-tech,
Nasdag-based stocks have a beta of greater than 1, offering the possibility of a
higher rate of return but also posing more risk.

Dollar Cost Averaging

The technique of buying a fixed dollar amount of a particular investment on a
regular schedule, regardless of the share price. More shares are purchased when
prices are low and fewer shares are bought when prices are high.

Mark to Market

A measure of the fair value of accounts that can change over time, such as assets
and liabilities. Mark to market aims to provide a realistic appraisal of an institution’s
or company’s current financial situation.

Sharpe Ratio
A ratio developed by Nobel laureate William F. Sharpe to measure risk-adjusted
performance. The Sharpe ratio is calculated by subtracting the risk-free rate - such
as that of the 10-year U.S. Treasury bond - from the rate of return for a portfolio
and dividing the result by the standard deviation of the portfolio returns. The
Sharpe ratio formulais: =7p-rr Where:
Op /:p = Expected portfolio return
I'f =nRisk free rate
Op = Portfolio standard deviation

Standard Deviation

A measure of the dispersion of a set of data from its mean. The more spread apart
the data, the higher the deviation. Standard deviation is calculated as the square
root of variance.
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Glossary of Investment Terms

1. Growth Fund

A diversified portfolio of stocks that has capital appreciation as its primary goal,
with little or no dividend payouts. These funds have above-average risk and are
more volatile than funds in the value and blend categories.

2. Value Fund
A Stock Mutual Fund that primarily holds stocks that are deemed to be undervalued
in price and that are likely to pay dividends.

2.1 Blend Fund
A category of Equity Mutual Funds with portfolios that are made up of a mix of
value and growth stocks.

3. Large Cap

Large Cap refers to companies with a market capitalisation value of more than
$10 billion. Large Cap is an abbreviation for ‘large market capitalisation’. Market
capitalisation is calculated by multiplying the number of company’s outstanding
shared by its stock price per share.

3.1 Medium Cap
A company with a market capitalisation between $2 billion and $10 billion.

4. Small Cap
A company with a relatively small market capitalisation. The value can vary but
typically it is a company with a market cap of between $300 million and $2 billion.

5. Mortgage Backed Securities (MBS)

A type of asset backed security that is secured by a mortgage or collection of
mortgage. The mortgage principal and interest paid by the homeowner is the
principal and interest paid to the MBS holder.

6. Treasury Bills (T-bills)
A short-term debt obligation backed by the U.S. government with a maturity of
less than 1 year. These government bonds are usually sold at a discount.

7. Certificate of Deposit (CD)

A savings certificate entitling the bearer to receive interest. A CD bears a maturity
date, a specified fixed interest rate and can be issued in any denomination. The
term of a CD ranges from 1 month to 5 years.

8. Commercial Paper

An unsecured, short-term debt instrument issued by a corporation, typically for
financing of accounts receivable, inventories and meeting short term liabilities. The
maturities are usually less than 270 days. The debt is usually issued at a discount.

9. Balanced Fund

A fund that combines a stock/equity component, bond/fixed income component and
sometimes, a money market component in a single portfolio. The mix of stocks and
bonds used is relatively fixed and they reflect a moderate or conservative orientation.

10. Asset Allocation Fund
A Mutual Fund that creates a portfolio of a fixed or variable mix of the three main
asset classes — stocks, bonds and cash equivalents — in a variety of securities.

11. Life-cycle Fund

A special category of balanced, or asset-allocation, Mutual Fund in which the
proportional representation of an asset class is automatically adjusted during the
course of a fund’s time horizon. The automatic adjustment is from a higher risk on
to a lower risk one as the investor ages/approaches retirement.
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